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I 


Like almost everyone else who has advocated waterway develop- 
ment, I started some years ago with the general assumption that 
transportation by water was as a rule cheaper than transportation 
by rail; and that since the United States was blessed by nature with 
so extensive and so advantageously distributed a system of navi- 
gable lakes and rivers, it might safely be concluded without extended 
investigation that the burden of proof was upon the opponents of 
waterway development to show why almost any considerable lake 
or river should not be made and kept navigable at public expense, 
and why many of these lakes and rivers should not be connected 
by artificial canals. A greater knowledge, however, of the actual 
history and present conditions of internal waterways in this and 
other countries and a clearer understanding of the fundamental 
principles underlying transportation development has led to a 
substantial modification of my previous views upon this subject. 

I am no longer able to explain the failure of many waterway 
projects and the great decline of the traffic upon others solely by the 
improper competitive methods of the railroads or by the inadequate 
size or depth of the waterways. I have no doubt that these things 
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have materially affected the results, but I have come to appreciate 
that even more potent than these has been the effect of fundamental 
commercial principles and economic laws which will continue to 
operate even after the improper competition of railroads has 
been checked and the physical condition of the waterways has 
been improved. So far as transportation is concerned, I have come 
to believe that both from the point of view of efficiency and from 
the point of view of cost the railroads possess decided advan- 
tages over most artificial waterways and over many natural water- 
ways, and that the burden of proof has shifted from the opponents 
to the proponents of any particular waterway development. ‘This 
is not to say that some waterway projects may not be justified 
on navigation grounds alone; that others may not properly be 
developed as a part of a conservation program including the control 
of floods, the development of water power, the disposal of drainage, 
and the purification of the water supply; or, indeed, that a com- 
bination of waterways and railways may not furnish the most 
advantageous transportation system for the country as a whole. 
I wish to emphasize, however, that the time has come when we 
should cease to take for granted the feasibility of all waterway 
projects and should consider each project on its merits and in the 
light of all the data that are available. It has now become con- 
vincingly apparent that the problem of internal navigation in this 
country is a part of the greater problem of our transportation sys- 
tem as a whole. 
II 
Let us consider briefly the reasons that lead to the belief that 
the burden of proof now lies with the advocates of waterway 
development. First, as to certain advantages possessed by the 
railroads. Natural waterways usually follow winding courses 
which may not run in the direction of the natural flow of traffic. 
Commerce once flowed chiefly along these winding ways because 
they were then the best available avenues of transportation. 
Today the railroad has enabled commerce to establish short and 
more direct routes along which trade has tended to concentrate. 
The railroad may cut through or pass over natural obstacles which 
the waterway must pass around. The Lakes-to-the-Gulf waterway 
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will be nearly twice the length of the railroad route; that is to say, 
1,610 miles by water as compared with 930 miles via the Illinois 
Central. That has a great bearing when one comes to consider 
ton-mile rates on the one and on the other. The ton-mile rate 
on the one will have to be only about one-half that on the other in 
order to put them on a parity. The usual statistics of ton-mile 
rates may, therefore, be quite misleading. 

Railroads can be operated day and night, while night traffic is 
impossible on some and greatly restricted on other waterways. 
Railroad traffic is comparatively uninterrupted by climatic or 
seasonal conditions. Waterways in the northern part of our 
country are obstructed by ice for a number of months during the 
year." The figures vary, depending upon the character of the 
stream and its location, but it is a safe statement that notwith- 
standing the interruptions which do occur on railroads, climatic 
conditions are more disadvantageous to waterways. The impor- 
tance of this principle is increased when we understand that traffic 
which must use the railroads during part of the season tends to 
continue to use them at other times. 

Shifting channels and varying levels are important disadvan- 
tages in rivers. The variations in the depth of the water is a great 
disadvantage on the Mississippi River. I remember having seen 
statistics showing that the height of the Mississippi at St. Louis 
varied some forty feet during the year. You cannot build a per- 
pendicular wharf or dock because the difference in the levels is 
prohibitive. The result is that we have that survival of the fittest 
which perhaps to many of us seems archaic, but which after all is 
perhaps the best—the floating wharf, which rises and falls with the 
stream, while a cobblestone bank furnishes the incline up and 
down which the freight is moved. 

Railroads can provide practically unlimited extensions on spur- 
tracks for the collection and delivery of freight for commodities 
and industries remote from their main lines. Waterway branches 
and feeders are frequently impossible and always comparatively 
expensive. The unit of railway transportation is the car, which 
permits a thousand conveniences and economies that are impossible 


* On the Erie Canal the open season has averaged only 204 days. 
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where the unit is the steamboat or the barge.' In this unit of the 
car the railway can collect and distribute its freight without rehan- 
dling over a range utterly impracticable by water. 

Another of the advantages of rail transportation is that trans- 
shipment from car to car is cheaper and quicker than transshipment 
from boat to boat. While accurate statistics are not available 
and the differences are probably not great, my own judgment is that 
the cost of transfer from car to car is cheaper than from boat to 
boat except in certain cases of bulk freight. It ought not to apply 


* During the recent visit of the Chicago Terminal Commission to Europe, among 
other things which naturally attracted attention was the diminutive size of the rail- 
road freight car in Great Britain and on the Continent; and yet in talking with rail- 
road men and business men, both in Great Britain and on the Continent, we found 
strong justification for what otherwise seemed a ridiculously small car. We found 
that in countries of small distances the practice prevails of maintaining centrally 
located warehouses in which the commodities are kept on store and whence they can 
be delivered in any part of the country on a day’s notice; in this way a system has 
grown up which has relieved the country merchant from carrying large stores of goods 
onhand. He deals directly with the central depot in London, Liverpool, and Manches- 
ter. The result is that he does not wish the large car and would not make use of it 
even at a lower rate, because he does not require goods in great quantity. Business 
has adjusted itself to the smaller unit and a great advantage has resulted to the dealers. 
Now in our country we have built up a practice different from this. We have a large, 
forty-ton car, with a constant tendency to increase the size; but our railroads have been 
to some extent compelled by economic and commercial necessity to permit the use of the 
car for storage purposes to an unfortunate degree. The weakest point in American 
railroad transportation is the inefficiency in the freight-car movement. In making 
this statement, however, I am excepting the greater problem of railway terminals, of 
which the practice of freight-car demurrage is only a part. 

One of the most interesting experiments the Commission found in England is the 
one being conducted by Mr. Gatty. He thinks the secret of transportation reform in 
Great Britain is practically to abolish the box car, and to use only a car with a platform 
upon which will be placed movable conveyors of different sizes. The cars would be 
sent from one point to another, and the conveyors would be loaded and unloaded at the 
depots immediately upon their arrival. In that way the rolling equipment would be 
constantly utilized, while the only part used for storage would be the conveyor or 
container. It may be that Mr. Gatty has made an important suggestion for England 
with its system of small cars, and that the scheme is susceptible of some application 
in this country, especially in the terminal handling of freight. Mr. Gatty came to this 
country some time ago and went to see Mr. J. J. Hill, but I have not seen any indica- 
tion that Mr. Hill has adopted his idea. Among the difficulties in the way of adopting 
such a suggestion are the great size of our box cars, the large investment that has 
been made in our rolling stock, and the enormous distances that the cars move. The 
conveyors would have to go long distances and then be returned empty or partially 


filled. 
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to such commodities as grain, of course, which can be lifted me- 
chanically. The cost of transshipment from barge to ocean steamer 
is often cheaper, but the difficulty is that where freight does not 
originate on the banks of the waterway the delay and cost of trans- 
shipment usually give the entire transportation service to the 
railroad. This has been true in other countries as well as in the 
United States. In France transshipments are rare, and in Germany 
they are accomplished by means of a policy which fixes merely a 
nominal charge for this service." 

Again, railway transportation is speedier than water transporta- 
tion. The average daily movement of the American freight car 
does not establish a different conclusion, although it shows an 
appalling inefficiency in railway operation which real waterway 
competition might beneficially affect. The greater speed afforded 
by the railways is of sufficient importance with some kinds of traffic 
to make water competition impracticable on this traffic. 

Another advantage of the railways has been their decidedly 
superior administration and organization. Waterway adminis- 
tration in this country, especially in its larger co-operative aspects, 
has been most discouragingly inefficient. Waterways have never 
approximated the degree of efficiency of co-operative interrelation- 
ship that is evidenced by the standard gauge of railways, the 
interchange of cars, and the establishment of through routes and 
joint traffic arrangements.’ 


1 See infra, p. 650. 

2 When the railways came into England they found the country already occupied 
by an extensive system of internal waterways which had control of the market. 
Notwithstanding this, many of the canals of Great Britain have practically gone to 
the wall in competition with the railroads. The old canals never worked out any 
system of interrelationship between themselves in any effective way. The same 
difficulty applied to railroads when they were first established. The first theory of 
railroad transportation was that the railway company would build the railway upon 
which various individuals or associations of individuals were to run their own rolling 
stock. That plan did not work, however, and so the railway company soon became 
the operator of the whole system. That is not the case on the canals. The owners of 
the canal do not usually own the boats, and so they do not have the incentive to 
organize in an efficient way on the administrative side. The work of maintaining the 
canal is—comparatively—a lazy man’s job, and the law of progress which compels us 
to be more efficient under active commercial competition does not have the chance 
on the canals that it has even on the railroads, where also private monopoly tends to 
inefficiency. 
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Finally, railroads practically insure their freight. The rail- 
road is responsible for damages, while waterways are not. Asarule, 
waterways compel the shipper to insure his own freight, and 
insurance rates on water freight must always be taken into consider- 
ation in figuring the total cost of water transportation. The rail- 
way bill of lading also has a great advantage over the waterways 
receipt. 

Having outlined the many advantages possessed by railroads 
from the standpoint of efficiency of service, we may turn to a con- 
sideration of the relative cost of the two types of transportation. It 
is here that waterways are commonly believed to have the over- 
whelming advantage. We shall find, however, that such is not 
always the case. 

In computing the relative cost of transportation by water and by 
rail it has been a common practice to overlook entirely the question 
of the cost of construction of the waterway. Railroad rates are 
designed to cover overhead charges, but waterway rates, as a rule, 
need make no allowance for capital cost, for the reason that the 
waterway is usually constructed and maintained at the expense of 
the state. The taxes to cover these state expenditures must there- 
fore be added to the water rates in order to give us the inclusive 
cost. Without attempting at this place a conclusive proof of the 
question of cost, a few citations of importance may be made. The 
average cost of American railroads is approximately $60,000 per 
mile of single track or $100,000 per mile of double track. Estimates 
made by Professor Moulton seem clearly to show that the present 
enlargement of the Erie Canal will probably cost $330,000 per mile, 
or $260,000 if we include that portion of the Hudson River which 
the canal will make available as a connected waterway from Buffalo 
to New York.* It appears that the total cost of this project will 
ultimately be in the neighborhood of $175,000,000. ‘This means 
at 4 per cent an annual interest charge of $7,000,000, which must be 
met by increased taxation. Upon this basis the inclusive cost of 
transportation on the Erie Canal would be substantially greater than 
on the railroads. 


* “The Cost of the Erie Barge Canal,” Journal of Political Economy, May, 1915, 
P. 494. 
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Comparisons have been made by Professor Moulton of the 
inclusive costs of transportation by railways and by all the water- 
ways in Germany, and he finds that with the exception of the 
Rhine River, which has required almost no regulative work, the 
cost of transportation is substantially higher by water than by 
rail. Two German railway authorities, Rathenau and Cauer, have 
made a similar comparison between the cost of the Rhine-Elbe 
Canal and an all-freight railroad from the Rhine to Berlin, and 
have concluded that such a railroad would cost one-half as much as 
the waterway and would have a greater capacity than a canal 
operating 600-ton barges, which is the customary type of boat for 
canal traffic in Germany. Similar comparisons have been made 
by such men as Colson in France and Acworth in England. These 
estimates certainly establish the prima facie presumption that, if 
interest on the capital invested be considered, on many, if not 
on most, inland waterways the inclusive cost of transportation 
is greater than on railways. There are important exceptions, 
however, to this general conclusion. 

Projects requiring a public expenditure which, even though large 
in amount, is relatively small when we consider the total length 
of water haul which such expenditures make available, undoubtedly 
offer decisive advantages of economy and often of capacity. Such 
are the Great Lakes, upon which it is necessary to make expenditures 
only for particular connections, like the Sault Ste. Marie Canal 
or at terminal harbors. Transportation development of our great 
rivers depends upon similar considerations, modified, as they should 
be, by the justification of large expenditures for conservation pur- 
poses, such as the control of floods, the drainage of swampy and 
overflowed areas, the development of water power, and the puri- 
fication of the water supply. In a comprehensive, intelligent, and 
beneficent conservation program, improvement of navigation will 
often be abundantly justified as an incident of a larger plan, where 
it might not be justified if it stood aione. 


It will be helpful to take a summary view of the actual results 
of waterway expenditures in this and other countries. The total 
expenditure in the United States for internal waterway improvement 
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cannot be far from three-quarters of a billion dollars. Not all of 
this amount has been expended for the improvement of naviga- 
tion, but most of it has been spent in the belief that it would be 
justified in large part by the resulting improvement in transpor- 
tation facilities. Much of this expenditure has been abundantly 
justified. The Erie Canal alone reduced the cost of transporting 
freight from the seaboard to Ohio to one-tenth of the previous cost 
by land, and traffic on this water route went up by leaps and bounds 
until 1880, when it amounted to 4,500,000 tons. In that year the 
canals of New York state carried a total of 6,500,000 tons. In the 
same year the traffic on the Mississippi River at St. Louis was over 
1,250,000 tons. Upon the other hand, much of the public money 
spent upon canals was undoubtedly wasted. Many projects were 
never completed and many were so situated or constructed that they 
were foredoomed to failure from the start. Out of a total of 4,633 
miles of canals, 2,444 miles have been abandoned; and the Prelimi- 
nary Report of the Inland Waterways Commission, in 1908, gave only 
2,189 miles of federal, state, and private canals as then in opera- 
tion. The economic revolution and commercial expansion that 
accompanied and were facilitated by the substitution of the steam- 
boat and the barge for the wagon and the sled have been followed 
by the greater revolution which the railroad has wrought in our 
methods and facilities of transportation. In the course of this 
revolution the waterway has steadily lost ground until today only 
the Ohio River and the Great Lakes are really able to make a 
creditable showing in volume of traffic. On the Lakes this showing 
is due to heavy bulk freight, such as ore, coal, and grain, carried in 
vessels of special design, constantly increasing in size. It is traffic 
of this same sort, especially coal, that has enabled the Ohio River, 
alone of all our rivers, to hold its own in the volume of its traffic. 
On the Erie Canal the great tonnage of 1880 (4,500,000 tons) had 
fallen to less than 2,000,000 tons in 1905. The Federal Engineer- 
ing Board stated, in 1909, that “the entire commerce of the Mis- 
sissippi River system, including all tributaries except the Ohio, was 
reported in 1889 as 12,492,535 tons; while in 1906 it was only 
4,304,288 tons.” Notwithstanding the maintenance of an eight- 
foot channel from St. Louis to New Orleans, and the improvements 
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on the Upper Mississippi, the total river tonnage at St. Louis 
diminished from 1,332,885 tons in 1886 to 365,920 tons in 1908, 
and of this remainder not over 49,530 tons represented traffic with 
towns on the Mississippi below Cairo. 

The National Waterways Commission states that grain ship- 
ments on the Upper Mississippi River have now ceased almost 
entirely. The receipts of cotton at New Orleans by river have 
steadily decreased since 1880, while the receipts by rail have rapidly 
increased. At St. Louis the receipts of cotton by river fell from 
13,500 bales in 1890 to 3,000 bales in 1905. 

Disconcerting as these figures are, they find their parallel in the 
canals of Great Britain. The total tonnage on the 2,416 miles of 
navigable canals in England and Wales declined nearly 1,000,000 
tons between 1888 and 1905, while the railroad traffic increased 
nearly 200,000,000. Internal waterway traffic in that country, as 
in this, is now almost wholly confined to low-grade bulk freight, 
and the volume of even this traffic is declining. This, moreover, 
has occurred in a country where the interruptions to traffic from 
flood, drought, and ice are almost negligible when compared with 
American conditions. The Grand Junction Canal passes through 
one hundred miles of farm lands in order to reach London, but the 
Royal Commission reports that “in 1905 it carried but 5,812 tons 
of agricultural produce out of a total canal traffic of 1,794,233 tons.” 

The internal waterways of Germany and France show precisely 
the same results as do those in England and America with regard 
to the character of the traffic, but altogether different results with 
respect to its volume. This is due to a fundamental difference in 
government attitude toward both canals and railroads. Germany 
and France have apparently accepted the economic law which tends 
to confine the traffic of waterways to low-grade bulk freight, and 
both countries have pursued a consistent policy of diverting as 
much as possible of this class of traffic from railroads to waterways. 
In order to accomplish this result both countries make direct finan- 
cial contributions to the waterways in aid of this traffic, and both 
countries impose arbitrary restrictions upon the railroads in respect 
to the same class of traffic. The precise methods, however, are 
different in important respects in the two countries. 
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In Germany the ton mileage of waterways has increased from 
1,798,000,000 in 1875 to 9,300,000,000 in 1905. This is a greater 
increase than is shown by the railways in the same period, although 
the railway mileage has more than doubled, while the canal mileage 
has practically stood still. The explanation for this is largely the 
diversion of heavy bulk traffic to the waterways, in consequence of 
the direct control of the government over the railways. Railroads 
have been developed as feeders from coal fields and ore fields to 
waterways, and railroad rates on low-class bulk freight have been 
maintained by the government at a level sufficiently high to force 
great quantities of this traffic to the waterways. Tolls have been 
charged on canals but not on rivers. Transshipment facilities 
have been provided and operated at public expense, with 
nominal charges, which create substantial deficits that are met 
by taxes. 

The Rhine River is the most important and the most significant 
waterway in Germany. Its course is unusually straight, it has 
little current, no locks, no tolls, and comparatively little fluctua- 
tion in flow. It is closed by ice only seventeen days in the year 
and by flood only two days. Of its imports or up-river traffic, 47 
per cent consists of ores; 19 per cent, of grain; 10 per cent, of wood, 
and 4 per cent, of coal—these four classes aggregating 80 per cent 
of the total tonnage. Of its exports or down-river traffic, 60 per 
cent is coal, 103 per cent is manufactured iron. The traffic on the 
Dortmund-Ems Canal, which runs between the Westphalian coal 
fields and the North Sea, a distance of one hundred and fifty-five 
miles, amounted to 2,313,000 tons in 1908, and is largely composed 
of iron and ore up and coal down. 

In France the same general policy toward waterway develop- 
ment has been pursued with one important difference: France does 
not impose upon the public the cost of transshipment between rail- 
road and canal. As a result, very little transshipment occurs. 
Upon the other hand, all tolls and dues were abolished in 1880, and 
if the waterways were to be charged now with the carrying charges 
upon their total cost there would be an annual loss of interest of 
$14,400,000, computed at 4 per cent, to which should be added the 
annual cost of maintenance, making a total of $19,000,000 a year or 
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$2,500 per mile or 56 cents a ton on the total tonnage of 34,030,000 
tons." The result of this policy and of the increasing construction 
of canals has been a steady increase in the volume of waterway 
traffic since 1880. 

Railroad traffic has also increased both generally and in bulk 
freight during the same period, but the water traffic has been main- 
tained, not only by the public expenditures above mentioned, but 
by requiring the railroads tc maintain rates 20 per cent higher than 
those available by water. The statistics for 1907 are interesting 
in showing that 29.5 per cent of the waterway traffic consisted of 
coal, coke, and briquettes, 36.3 per cent was stone, gravel, and 
lime, and only 3.3 per cent is listed as “industrial products.” The 
percentage of agricultural produce, however, is 13.2 per cent— 
much higher than in Germany or in the United States—and the 
explanation for this is said to be the large quantity of wine which 
is shipped in casks. 


The conclusions to be drawn from the foregoing statement of 
the various advantages of rail transportation, and from the brief 
survey of our own and foreign experience with water transporta- 
tion, seem to me to be that some waterway expenditures are justi- 
fied while others are not; and that the burden of proof has shifted 
from the opponents to the advocates of waterway development. 
Those of us who still believe that there is a place, and a great place, 
for navigable waterways in the most efficient and economical trans- 
portation system for this country should frankly accept the burden. 
We should abandon the easy generalizations and sweeping assump- 
tions that have led to past mistakes and that are discrediting the 
cause of waterway development today. It is time to put our dis- 
cussions upon a sounder economic basis and to confine our advocacy 
to those projects that can be supported by convincing evidence of 
practical utility. It is time to insist upon definite estimates of the 
available and potential traffic, to ascertain how this traffic can 
most efficiently be carried, to make certain that our engineering 
plans are fitted to commercial needs and methods instead of learn- 
ing too late that commercial needs and methods cannot be coerced 


* Moulton, Waterways versus Railways, p. 278. 
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into conformity with unwise engineering plans, to scrutinize our 
estimates of cost so that we may not find them far too low for the 
practical execution of the project. We must foresee and provide 
for the necessary terminal and transshipment facilities. We must 
provide in advance for the protection of the waterway against 
improper and destructive competition by the railway, and must 
provide for that correlation of rail and water upon which any large 
measure of waterway success depends. These are the lessons of 
our own experience and these are the lessons to be learned from 


Europe. 
Ill 

It is only when an artificial waterway (a waterway upon which 
substantial sums must be expended for construction and mainte- 
nance) is so situated with relation to the lines of existing or poten- 
tial traffic that it can be made a more useful artery of commerce 
than other available agencies of transportation, that its develop- 
ment at public expense can be justified at all. Waterways do not 
furnish cheaper transportation than railways merely because freight 
rates by boat are less than freight rates by rail. It is only when the 
increased economies and facilities of transportation by water will 
not only pay a profit to the boatman but will also return to the 
public in reduced costs, or in other demonstrable ways, a margin 
over transportation by rail equal to the fixed charges upon the pro- 
posed expenditure upon the waterway that waterway development 
can be said to be economically sound. This does not mean that 
past expenditures upon waterways should be included in the capital 
account upon which an adequate future return is to be paid. Many 
huge expenditures have paid for themselves many times in the 
benefits which they have already conferred. Even those expendi- 
tures which have not thus far justified themselves must be ignored 
if after additional expenditures the results will justify the expendi- 
ture which yet remains to be made. Many calculations by the 
opponents of waterway improvement are based upon the improper 
inclusion of items which do not belong in the accounts. These cal- 
culations, however, should serve the useful purpose of compelling 
us to test every new waterway project in the light of past experi- 
ence, and to adopt correct principles in determining upon the wis- 
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dom of future expenditures. All of us—public officials and private 
citizens, taxpayers and tax-spenders, shippers and consumers of 
freight—should have the keenest desire to learn why our past 
expenditures upon waterway development are now producing so 
little return, so that we may intelligently determine to what extent, 
in what manner, and upon what projects future expenditures for 
waterways should be made. 

Is it cheaper to transport freight by water than it is by rail? If 
it is cheaper upon the Great Lakes, is it also cheaper upon the great 
rivers? If it is cheaper upon the great rivers, is it also cheaper 
upon canalized rivers and upon artificial canals? Why is it cheaper 
in one case and not in another? Can some kinds of freight be 
carried more cheaply or more advantageously upon all or some of 
these different kinds of waterways than the same kinds of freight 
can be carried by rail? What are the kinds of freight and the kinds 
of waterway which permit this to be done, and what are the reasons 
for the different results? How far are these results due to natural 
and persistent causes inherent in the conditions of economic and 
commercial development ? How far are they the result of unsound 
methods, of obstacles that can and should be removed? How far 
can and should destructive competition give way to helpful co- 
operation between these two great agencies of transportation ? 
Why should this country tolerate anything but effective co- 
operation between them? If water transportation between two 
points is cheaper than rail, why should we permit a railroad, by any 
tactics or actions whatsoever, to deprive these points of the benefits 
of the cheaper means of transportation? If water transportation 
between two points is not cheaper than rail, why should we spend 
the public moneys to create or to promote water transportation 
between these points? With either agency of transportation the 
inclusive cost of the service comes in one way or another from the 
pockets of the public. Why should we spend money upon either 
unless the particular expenditure is justified by convincing evidence 
of the benefits it will produce? We certainly should not permit a 
railroad to increase its general rates if it is cutting some of its rates 
below a fair margin of profit in order to stifle water competition, 
if it is buying boats in order to prevent them from running, if it is 
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running boats at a loss in order to destroy independent shipping, if 
it is holding undeveloped water terminals in order to prevent their 
use, if it is refusing to co-operate in the transshipment of freight and 
the making of reasonable joint rates. And is it not equally clear 
that we should not expend public moneys upon any waterways upon 
which freight cannot be carried as advantageously as it could be 
carried upon railroads if the same amount of public money were 
expended upon each? Is it not in each instance a question of which 
agency, water or rail, is, upon the whole, the cheapest and most 
efficient, considering in each instance the amount of money to be 
invested in the creation of the waterway and the railway, respec- 
tively, as well as the relative costs of equipment and operation ? 
If railway rates must pay interest upon capital investment, must 
we not add to waterway rates an interest charge upon the public 
expenditures for the creation of the waterway before we can 
intelligently determine whether the waterway is really cheaper than 
the railway and whether the waterway appropriation is really a 
wise investment of public funds ? 


The present discussion is due largely to the proposed expenditure 


of public moneys by the state of Illinois for a waterway connection 
between the Great Lakes and the Gulf—between Chicago and New 
Orleans. It is therefore especially interesting to call attention to 
what is perhaps the most remarkable public expenditure in the 
history of this country—the construction of the important railway 
which connects another city with New Orleans. In 1869 the grow- 
ing importance of the railroads and the relative decline of the water- 
ways forced the city of Cincinnati to consider what it should do to 
protect and promote its commercial interests in securing adequate 
transportation facilities. It solved the problem by building, at its 
own expense, not a waterway, but a railway from Cincinnati to 
Chattanooga, which now constitutes an essential part of the Queen 
and Crescent Route connecting Cincinnati and New Orleans. 
Cincinnati did not cease to urge the expenditure of federal appro- 
priations for the improvement of the Ohio River, but over all 
obstacles—legal, legislative, political, and financial, including the 
panic of 1873—the city persevered to the completion of what is now 
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described as “the highest earning per mile single-track railway in 
the United States.” The railway owned by the city is nearly 336 
miles long: 0.51 of a mile in Ohio, 197.50 miles in Kentucky, and 
137.40 in Tennessee, with a right of way averaging 100 feet wide 
through these states. It cost approximately $30,000,000, as to 
which in 1912 the trustees stated that— 


The entire outstanding bonded, net interest-bearing debt of the city is 
but $14,932,000, from which property it is receiving annually as rental a sum 
sufficient to pay the entire interest charge upon said bonded indebtedness, and 
in addition apply over a half-million dollars to the general interest fund of 


the city. 


The railway is operated under a lease to the Cincinnati, New 
Orleans & Texas Pacific Railway Company which expires in 1966. 
The annual report of that company for the year 1914 shows the 
payment of 5 per cent dividends on the preferred stock and 11 per 
cent dividends on the common stock, with a balance of $6,075,- 
254.44 to the credit of the profit and loss account. A careful analy- 
sis of the financial accounts of this company would undoubtedly 
show that the Cincinnati Southern Railway (owned by the city) is 
one of the most profitable railroad properties in the United States. 
I can undertake no comparison of the relative benefits to the city 
of Cincinnati from this railroad and from the improvement of the 
Ohio River. It is not at all necessary to reach conclusions that 
would exclude the one or the other avenue of transportation. The 
real significance of the Cincinnati enterprise is that any community 
is and should be free to adopt the best available means of transpor- 
tation, whether it be rail or water. If the future demands of com- 
merce are likely to overtax the existing railways, and if private 
capital declines to meet these demands, the public is not necessarily 
driven to the waterway as the only means of relief. If the railway 
is indeed the best means of relief, it is an available means. If a 
combination of railway and waterway constitutes the best trans- 
portation system, that is the system we should adopt. What is 
essential is that we should intelligently determine in every instance 
what agency or what combination of agencies will serve the public 
best, remembering always that expenditures for railways and 
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expenditures for waterways are in the last analysis the expenditures 
of the public. Because freight rates on toll-free waterways are low, 
we must not deceive ourselves into regarding these rates as the real 
cost of water transportation. Because railroads are still in private 
ownership, we must not deceive ourselves into regarding them as 
anything but publicly supported agencies of commerce. 

The highest courts of the land have explicitly set the stamp of 
their approval upon the economic principle that railways, whether 
in public or in private hands, are agencies of government and are 
performing governmental functions. Their expenditures are in all 
essentials public expenditures, just as much as are the appropria- 
tions for the improvement of internal navigation. This is indeed 
the underlying explanation of and justification for public grants in 
aid of railroads and for governmental regulation of railroad rates, 
services, and capitalization. The great outstanding fact of our 
recent transportation development is that railway rates are now 
being horizontally increased with the approval of the Interstate 
Commerce Commission, upon the ground, not only that operating 
charges must be paid, but that railroad capital is entitled to a fair 
return, and that railroad credit must be maintained to attract new 
capital. It is perfectly true that the service which the railroads 
are now giving is not the service they gave under other conditions 
and other rates, but when we are insisting upon improved service 
and increased capital expenditures upon the one hand and are con- 
senting to increased rates upon the other, the argument that water- 
ways are necessary or desirable as regulators of railway rates loses 
much of its force. If railway rates as a whole are not to be reduced 
but are to be increased because the net return to the railways is 
inadequate, the burden of rate reductions secured by water com- 
petition is merely shifted to traffic or to localities which cannot use 
water transportation. This can be justified only by the actual 
economies of particular waterways and by permitting each section 
or community to have whatever advantages can be derived from 
its natural location—a concession which has been very grudgingly 
admitted in the United States. It certainly raises the fundamental 
economic issue as to how far the natural advantages of particular 
localities or sections are to be equalized by the system of differential 
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rates upon which the commerce of this country has been built and 
is now being conducted.* 


IV 


Any discussion of the merits of the proposed eight-foot water- 
way project between Lockport and Utica is at this time largely 
academic; for it is after the event. The bill has been passed and 
will doubtless be signed by the Governor. Nevertheless, it may 
serve a useful purpose to call attention to some of the essentials of 
a successful waterway policy which have not yet been provided for 
in connection with this legislation. If five million dollars of the 
public moneys is to be expended upon this project it is of the great- 
est importance that it shall not fail because of any neglect or over- 
sight. Personally I am in full accord with the general conclusion 
that so long as the channel of the Mississippi River below St. Louis 
is maintained at only eight or nine feet an eight-foot channel 
between Chicago and St. Louis is all that can be justified. The 
real question is not whether eight feet is preferable to fourteen or 
twenty-four feet, but whether an eight-foot channel will attract 
sufficient traffic to justify the proposed expenditure of public money. 

The first point to be noted about the eight-foot project between 
Lockport and Utica is that no proper estimate of the cost of the 
project has been made. Certainly no detailed estimate is available 
to the general public so that it may be analyzed and scrutinized as 


t The testimony in the General Railroad Rate Advance Case before the Inter- 
state Commerce Commission in 1910 developed an interesting illustration of present 
railroad practice. Some time ago the business of manufacturing so-called emery 
wheels (abrasives) was developed in Massachusetts where crude materials brought 
by ocean from Europe were the basis of the manufacture. In the course of time a 
substitute crude material was discovered in Arkansas. Instead of moving the seat 
of manufacture nearer to the source of supply of the crude materials, the railroads 
bring these crude materials all the way from Arkansas to Massachusetts and permit 
milling in transit at Niagara Falls, where the ore is treated by electrical power and 
then taken on to Massachusetts to be worked into the finished product. Some 62 
per cent of the finished product is then transported back to the territory west of 
Buffalo and Pittsburgh, where it finds its market. In view of the fuel and water power 
available in the Mississippi Valley and even in Arkansas, the interesting economic 
question is whether the interests of the entire community would not be better served 
if the railroads did not make the special rates under which alone the long-distance 
transportation of the crude materials is commercially possible. 
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such an estimate should be. No specific allowance for property 
damages appears on the face of the estimate. The bill contains an 
item of $318,250 “‘for right of way and damage to land,” but no 
provision whatever is made in the estimate or bill for terminal 
facilities. The importance of these estimates is disclosed by the 
recent financial history of the Erie Canal. In 1903 the state of 
New York appropriated $101,000,000 for the rehabilitation of the 
state canal system. The cost of engineering and construction has 
so much exceeded the original estimates that the appropriation has 
already been exhausted, and the State Engineer has recently esti- 
mated that it will require an additional $27,000,000 to complete 
the project. Even this estimate is based upon the possibility of 
settling for $25,000,000 existing claims for land, water, power, and 
other damages amounting to $72,700,000. The original appropria- 
tion made no provisions for dock, wharves, and transshipping 
machinery absolutely essential as terminal facilities. Finally, in 
1911 the state appropriated $19,000,000 for the purpose of con- 
structing terminals at New York and Buffalo and at about fifty 
intermediate towns. It is seriously questioned whether this appro- 
priation will be in any way adequate for this all-important purpose. 

The plans for the Erie Canal and the plans for the Lockport- 
Utica Canal are alike in one important particular. In neither case, 
apparently, was there any adequate investigation and determina- 
tion of the type of boat which is best adapted for the available 
traffic. In Germany the 600-ton barge is regarded as the demon- 
strated type of highest efficiency when all elements have been taken 
into consideration. For such barges a waterway depth of seven 
feet is abundantly sufficient. A depth of eight feet is adequate for 
barges of 1,500 to 2,000 tons burden. But the Erie Canal is to 
be widened, with a depth of twelve feet. This additional depth 
involves an enormous increase in the cost, and appears to have no 
economic or commercial justification. It is not large enough for 
lake boats, and it seems unnecessarily large for canal barges. The 
question of the size and type of the boat is of fundamental impor- 
tance in determining the size and character of locks, the radii of 
curves, and other important engineering details. The engineering 
report on the Lockport-Utica Canal appears to be based on no 
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determination of this question. Prominent advocates of the pro- 
ject have expressed their conviction that the proper navigation of 
this canal in connection with the Lower Mississippi River will be 
by means of barges of approximately 600 tons operated in fleets, 
one barge equipped with power towing the others. On the other 
hand, the published address of Governor Dunne says: “Self- 
propelled barges carrying from one thousand to two thousand tons 
of freight can and will operate over this waterway between Chicago 
and New Orleans to the great benefit of the people of the Mississippi 
Valley if this important waterway be constructed and placed at the 
disposal of the people.” 

The Governor also refers with confidence to the development of 
electrical power at Joliet and at Starved Rock, but I note that the 
report of the engineers omits all estimates of the cost of the power 
plant at Starved Rock. 

It is apparent on the face of the report that the Sanitary Dis- 
trict of Chicago is expected to make large expenditures in addition 
to those which the state itself is making directly. The expenditures 
of the Sanitary District of Chicago have already grown from an 
original estimate of $16,000,000 to a total now approximating 
$70,000,000, and many important and expensive items of work 
remain to be completed, at the very time that the ablest sanitary 
engineering advice obtainable is making an exhaustive report which 
reaches the conclusion that the whole system of sewage disposal by 
dilution at Chicago is a mistake and should be entirely abandoned. 

It must be remembered also that there has been no investiga- 
tion or estimate of the kind and quantity of traffic that can be 
developed by the Lockport-Utica Canal, and no real consideration 
has been given to the preliminary arrangements that should be 
carefully worked out and effectively provided for securing the 
proper correlation of the railroads and the waterway. These 
omissions do not necessarily lead to the conclusion that the project 
is not essentially sound or that its engineering and commercial 
difficulties cannot all be met; but we must not add one more to the 
list of unsuccessful and discredited waterways, if it is possible by 
taking hold of all of these matters vigorously and at once to deter- 
mine whether they can be met and in what manner. 
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It is easy to assert that the saving on lumber freights to Chicago 
from the Lower Mississippi and its tributaries will justify the 
expenditure upon the canal, but the history and present condition 
of the lumber trade in the Mississippi Valley lead to the suspicion 
that these benefits would be limited to the lumber dealers who 
could ship a comparatively small amount of lumber from mills 
located directly on water on the Lower Mississippi. The cost of 
transshipment of lumber which must first be loaded into cars and 
taken to the Mississippi River or its tributaries to be transferred 
to boat will interfere with water shipments of that particular class 
just as transshipment costs are now interfering with shipments of 
this character between the Lower Mississippi and St. Louis. In 
the five years beginning in 1902 and ending in 1906 the receipts of 
lumber at St. Louis by river diminished from 52,000,000 feet to a 
little over 5,000,000 feet, only a small fraction of the total lumber 
traffic of St. Louis.‘ An enormous advantage which the railroads 
possess in the matter of distance—direct shipment from the upper 
reaches of the lower tributaries of the Mississippi to St. Louis and 
Chicago instead of shipments by water down these tributaries and 
then up the Mississippi River against the current—has determined 
and doubtless will continue to determine the transportation of 
this commodity. The water distance is from two to three times 
that by rail and the ton-mile water rates must therefore be 
only from one-half to one-third those by rail to place them on 
a parity. 

The receipts of cotton by river at St. Louis dwindled to 3,039 
bales in 1905, while 546,876 bales were received there by rail.2 The 
enormous coal traffic of the Ohio River is largely due to the fact 
that the barges can be loaded directly from the mines on the upper 
reaches of that river and its tributaries. It is difficult to see how 
any considerable coal trade can be developed on the upper half of 
the Lakes-to-the-Gulf waterway, for the mines are not located 
directly on the canal route. In consequence, transshipment 
becomes necessary from rail to water, the cost of which is usually 
prohibitive. 

* Report of the Inland Waterways Commission, p. 157. 

2 Ibid. 
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Grain is the only agricultural product for which water transpor- 
tation offers any considerable inducement, and the cost of trans- 
shipment, the risk of damage, and other elements tend strongly to 
overcome all economies in the mere transportation cost by water. 
Agriculture is a decentralized industry. In the very nature of the 
case agricultural products are raised over wide stretches of terri- 
tory, and the railroads are able to cover this territory and to collect 
the produce far more efficiently than waterways can possibly do. 
Once the produce is loaded on the rails it tends to remain there. 
Both in this country and in Europe the most efficient and success- 
ful waterways carry relatively small amounts of agricultural prod- 
ucts. It is only in the case of importations of grain that the 
waterways offer decided advantages in Europe. In the collecting 
and marketing of native agricultural produce it is freely admitted 
that the railways have a decided advantage. It has been believed 
that considerable shipments of manufactured iron and steel would 
be made over the Lakes-to-the-Gulf waterway from Chicago; but 
the traffic manager of the Illinois Steel Company is quoted as 
stating that he could make no use whatever of the Lakes-to-the- 
Gulf waterway even if it were more than twenty feet in depth." 
This statement may be explained by the special advantages of 
railroad transportation secured by these steel interests through the 
ownership of terminal rail connections; but the fact remains that 
in 1910 only 43,000 tons of manufactured iron went out by water 
over the Great Lakes from this great center of the iron industry. 
Of the 8,800,000 tons of lake freight received at Chicago in that 
year more than 7,000,000 tons consisted of coal and iron ore; and 
this does not include the 1,170,000 tons of ore received at Gary. 
Of the 2,700,000 tons shipped by lake from Chicago, 2,000,000 tons 
consisted of grain and grain products.” 

Undoubtedly the lake traffic and the shipment of merchandise 
freight especially has been largely controlled and restricted by the 

tW. A. Shelton, ““The-Lakes-to-the-Gulf Deep Waterway,” The Journal of Political 
Economy, July, 1912, p. 656. 

2 On the other hand, it is interesting to note that in 1914 only 15.32 per cent of 
the total freight traffic of the railways of the United States is listed as “‘ manufactures” 
and 4.33 per cent as “merchandise,” while 51.83 per cent is listed as ‘‘products of 


mines.”’ ‘ The first two percentages are the highest of their class since 1907, while the 
last percentage is the lowest in that time. 
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railroads, which have acquired the principal boat lines and the 
principal terminals and obstructed transshipment and manipulated 
rates. The Interstate Commerce Commission is compelling the 
railroads to dispose of their boat lines on the Great Lakes, but this 
will not materially change competitive conditions between Chicago 
and New Orleans. It certainly offers no such program as is abso- 
lutely essential to the success of the proposed waterway. The very 
important fact remains that there has been no adequate investiga- 
tion of traffic possibilities for the route, and that no constructive 
scientific waterway policy, embracing the manifold aspects of the 
problem as a whole, has been evolved. We have an appropriation 
for the Illinois link in a Lakes-to-the-Gulf waterway at last, but 
so far as any scientific analysis of the transportation problem is 
concerned we have made practically no advance. If we are to 
avoid in the future the painful necessity of continued explanations 
of why waterway transportation is a failure, it is necessary for us to 
begin now to supersede guesswork and generalized assumptions by 
impartial and comprehensive analysis, and by provision in advance 
for those physical and financial co-operative relations between 
waterway and railway that are absolutely essential to real success 


in water transportation. 
WALTER L. FISHER 


Curcaco, Itt. 





THE ECONOMICS OF JITNEY BUS OPERATION 
I. INTRODUCTION 


Probably the most interesting experiment in urban transporta- 
tion of the last decade is that being made by the owners and opera- 
tors of jitney buses. An examination of descriptive data from some 
forty cities in nineteen states suggests that the most fitting designa- 
tion of the jitney is a nondescript automobile which is held out as 
an agency for the transportation of the public for a nickel per 
passenger. 

In general the jitney has no definite traffic characteristics. 
In some places it adheres to definite routes and has some sem- 
blance of maintaining a regular schedule. In other places it merely 
cruises, seeking desirable short-haul traffic. In some localities 
it is in readiness to serve during specified hours, even furnishing owl 
service; in others the time and place of its operations appear to be 
largely accidental and, like its entrance into the transportation 
field, sporadic. As was to have been expected, this has called forth 
a considerable amount of partisan comment, consisting on the one 
hand of the reasons advanced by those interested in electric railways 
for the summary conclusion of this interesting experiment, and on 
the other hand of the reasons urged by those interested in the opera- 
tion of automobiles in the urban transportation industry for the 
permanence of their business. At the present time it is hard to 
determine accurately the weight to be given to certain of the argu- 
ments which have been made, and it is equally difficult to test 
the economic principles involved by the results so far attained. 
An attempt will be made, however, to set forth in the following 
pages a discussion of this subject which will deal particularly 
with the economic questions at issue and which it is believed 
cannot be subjected to serious criticism on the grounds of 
partisanship. 

The use of automobiles of the ordinary pleasure type for the 
transportation of passengers throughout cities appears to have 
663 
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had its beginning in those cities in the South and West where 
climatic conditions are particularly favorable to this sort of trans- 
portation. It was not until late in the summer of 1914 that jitney 
bus transportation was recognized as a type; and it is probably true 
that a very considerable impetus was given to this business by the 
extent of unemployment existing at that time. While no accurate 
and comprehensive figures are available showing the number of 
buses in service from time to time, a rather careful examination 
of such data as are available indicates that we may date the origin 
of the industry as of September 1, 1914. Its extent increased very 
rapidly until January 1, 1915, after which it fell off slightly, reach- 
ing the previous high point again on March 1. Since that time, 
with the advent of more favorable weather conditions and the 
increase in tourist travel, the number of buses in service has in- 
creased slightly. The maximum number in service at any time 
appears to have been about six thousand. Various factors have 
contributed since the latter part of 1914 to the growth of the jitney 
business and these will be enumerated and discussed more fully 
later. It is apparent, however, that unemployment in the skilled 
trades, the accumulation of a large stock of second-hand cars 
normally idle, wide advertising in the newspapers of this novel 
method of competition with street railways, and the appeal to a 
large number of people made by an opportunity to ride in a car, as 
is customary on the part of their more prosperous neighbors, are 
the principal reasons for the very rapid growth in the number of 
jitney buses in operation during the later months of 1914 and the 
early months of this year. At present, the total number of buses 
in operation in the cities where the development has been under way 
the longest is practically stationary where no regulation has been 
attempted, and where there is some form of control the number is 
somewhat less than it has been in the past. In this connection, 
however, it is of considerable import that while the number of 
vehicles has remained for some weeks practically stationary, the 
personnel of those interested in this industry has been changing 
at a rapid rate. In one instance, out of some thirty men meeting 
to organize a jitney owners’ association none was present at a 
meeting of a similar number of men held a month later, although 
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in the meantime the number of jitneys in operation had remained 
about the same. 

What the influence on electric railways of this type of competi- 
tion may be it is difficult to predict. The jitney bus competes 
for business with the street car, but it competes also to a consider- 
able extent with the taxicab and the somewhat more common 
method of transportation—walking. However, in certain cities 
there has been, since the advent of the jitney, a marked decline in 
electric railway revenues, traceable no doubt in part to general 
industrial conditions, but probably more largely to jitney competi- 
tion. In small towns where the traffic is light and the length 
of haul short, the advantage of the jitney bus is greater than in 
large cities, and it may be expected to offer more serious competition 
to the smaller electric railways. Figures for a recent month from 
three cities, comparable except for size, show that for populations 
of four hundred, forty, and twenty thousand the decreases in pas- 
senger revenues were respectively, 60, 40, and 15 per cent. It is 
of course impossible to say how much of this loss was due to com- 
petition from jitney buses and how much to industrial depression, 
and the facts are given only for what they are worth. A somewhat 
detailed study of the situation, as will be shown later, indicates 
to the writer that this type of competition will not be permanent, 
because the jitney operators are exhausting their capital to make 
a wage which would not be attractive were industrial conditions 
better. The permanence of any industry, the returns from which 
are not sufficient to maintain the physical property as well as to pay 
operating expenses, is to be seriously questioned; and it is evident 
in some quarters that the continued existence of the jitney bus as 
a transportation factor has been due to the advent of the second 
or even third generation of investors in the industry following the 
exhaustion of the capital of their predecessors. 


Il. FACTORS AFFECTING THE DEVELOPMENT OF THE JITNEY 
BUS BUSINESS 

Taking the matter up more in detail we will examine the factors 

which apparently were principally effective in promoting the de- 

velopment of the jitney business. From the standpoint of the 
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owner and operator of the jitney bus, the most favorable factors 
have been as follows: 

1. Small investment is necessary to engage in the business. As 
has been previously remarked, there was at the inauguration of 
this business an accumulated stock of second-hand cars representing 
on the part of their owners a very small outlay. The practice 
maintained by automobile salesmen of accepting in exchange for a 
new car an old one at a fair figure has been made possible by the 
point at which the price of the new car was fixed. These second- 
hand cars then, taken in exchange on new cars, have been available 
to purchasers at a very low figure and they have also been used in 
the jitney business by automobile dealers who hire operators to 
conduct the business on a salary or on a percentage basis. 

2. The industrial conditions existing during the past year, par- 
ticularly during the latter months, were such that a large number 
of skilled laborers found themselves out of employment. Fre- 
quently these men had accumulated a small amount of capital 
which they have invested in new low-priced cars or in second-hand 
cars. A very striking instance of this occurred in a New England 
city where, immediately following the closing of the mills, a large 
number of former employees entered the jitney business. It is 
altogether likely that a return to better industrial conditions would 
eliminate from the jitney bus business a large number of men who 
are now willing to accept a smaller wage than they are accustomed 
to, or who have found that the hazards of jitney operation are less 
to their taste than those of the employment for which they have 
been trained. 

3. There frequently arise conditions under which an individual 
is willing to make certain sacrifices in order to obtain immediate 
returns on a prior investment. Such is 20 doubt the situation 
in the case of a considerable number of jitney owners. These 
men, during more prosperous times, acquired cars which they have 
not for some months felt they could properly afford. To these 
men the opportunity to obtain a quick return on this capital 
invested in an otherwise unproductive piece of equipment has 
proved strongly attractive. They have entered the field in spite 
of the fact that under the customary conditions of operation they 
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will, before a great while, have so depreciated the car as to make its 
remaining value negligible. 

In the foregoing we have considered individuals who could 
weigh the somewhat involved principles of depreciation and the 
accounting which should properly accompany wasting assets. 
There are, however, a large number of individuals to whom the 
future is a closed book, and these probably constitute a major 
portion of those who have attempted to carry passengers for various 
distances at a fixed charge of 5 cents. One of the unfortunate 
phases of this experiment in transportation is that it appears to be 
likely that a considerable number of those who have engaged in it 
have been deprived of their accrued capital through their failure 
to recognize the fact that profits are properly computed only after 
the integrity of the investment has been assured in addition to the 
payment of operating expenses. 

4. There has been for many years no more popular subject for 
the newspapers of this country than the public utilities. Any 
institution which affects as vitally as does the average public 
utility, and to as wide an extent, the members of a community, 
carries with it a news value. As a result the competition offered 
to electric railways in many cities by the jitney buses has secured 
a publicity which the competitors of other industries could not have 
obtained. It is immaterial that many newspapers have conducted 
so-called campaigns against the public utilities in their communities, 
for whatever affects any considerable number of the people has 
perforce a place in the newspaper read by those people. An addi- 
tional factor of publicity has accrued through the very obvious 
advertising that the jitneys have done for themselves by their 
movements throughout the communities in which they operate. A 
ride in an automobile for 5 cents has been until recently something 
to occasion comment and the appearance on the streets of a city 
of a large number of these cars carrying their advertisements on 
their wind shields has brought this new industry to the attention 
of a very considerable part of all the people. 

From the standpoint of the patron of the jitney bus, there have 
been three factors favorable to the rapid growth of the habit of 
their use: 
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1. The novelty of going to and from one’s work in an automobile, 
riding, as some of the jitney operators have felicitously expressed it, 
“‘on rubber and on air,” has no doubt influenced many to use this 
form of transportation. This factor is, however, one which will 
decrease as time goes on. Many industries have been built up 
and have thrived for a short period, particularly in the amusement 
field, on the principle that novelty is as salable as more substan- 
tial commodities. 

2. For a large part of the population of our cities, in spite of 
the constantly decreasing cost of automobiles, their use as a cus- 
tomary means of transportation is rare. No doubt a strong influ- 
ence in the development of the riding habit has been the personal 
satisfaction which has come to the patrons of the jitney bus through 
a feeling, more or less definitely conceived, that they are, by adopt- 
ing this means of transportation, bridging for the time being the 
gulf between themselves and their more fortunate neighbors in the 
matter of automobile riding. 

3. The jitney bus is able under an unregulated status to offer 
certain conveniences which cannot be furnished by street railways 
handling passengers in larger groups. In the first place, the 
jitney operator is free to run his car to the curb and in fact on to 
a side street as an accommodation to his patron. He can vary his 
route at will, and there is a certain convenience resulting to passen- 
gers from this. It should of course not be overlooked that what is a 
convenience to one passenger may be an inconvenience to another, 
but with the small numbers ordinarily handled in an automobile 
the conflict of interest is not so certain nor extreme as is the 
case with the larger numbers handled in one group by electric 
railways. 

Under the head of convenience may be mentioned the higher 
speeds of automobiles. This is due to three factors: the design of 
the automobile, its ability to detour, and the smaller number of 
stops necessary to receive and discharge a few passengers than 
many. The progress being made throughout the country in the 
adoption of the designated stop scheme by electric railways is 
tending to lessen the difference in running time of jitney buses and 
street cars. 
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The smoking privilege has very largely been curtailed on electric 
railway cars because only a minority of the passengers would be 
favored by its retention. In open automobiles smoking is pre- 
sumably less offensive to those who do not indulge than it would 
be in a closed street car. Here, again, the possibility of conflict 
of interest is less in the case of the small groups riding together in 
automobiles than in the case of the larger number riding together 
in the street car. It should not be overlooked that at certain 
seasons of the year throughout the country, and for a major portion 
of the year in certain sections, considerably greater pleasure results 
from a ride in the open air than in a street car. 

Some of the privileges and conveniences here enumerated are 
likely to be curtailed by regulation, but it is evident that there will 
always be at certain times and for certain individuals conditions 
which lead them to prefer the jitney bus as a means of transporta- 
tion. On the other hand, while the factors here mentioned as 
favorable to the development of the jitney business, both from the 
standpoint of the owners and operators and from that of the patrons, 
have been developing, other factors have been exerting apparently 
a greater force toward the elimination of this means of urban 
transportation. 

From the standpoint of the owner and operator these unfavor- 
able factors may be classified as follows: 

1. Regulation.—A rather interesting statement of the necessity 
for regulation indicating the point of view of a number of city 
governments is contained in the message of Mayor Rose, of Los 
Angeles, to the City Council, December 23, 1914. The statements 


1 “ Assuming that the 700-odd auto buses operating in Los Angeles are averaging 
$3.00 a day in fares, we have a total of $2,100, or about $60,000 a month, subtracted 
from the earnings of the street railways. How does this affect the public? As is well 
known, the street railroads operate under franchises which entail heavy expense for 
street maintenance, taxes, and public improvements. It is estimated that the street 
railways maintain at least one-third of the streets along which their tracks run, at a 
cost to them of upward of $350,000 a year. In addition, they have to bear their 
proportion of special assessments for street openings and for condemnation of lands 
for parks and other public purposes, for which their occupancy of contiguous streets 
renders them liable. Besides this impost they must pay their regular taxes in support 
of the government, amounting to about 5 cents on the dollar. 

“One of the executive officers of the Los Angeles Railway is authority for the 
statement that for every nickel collected in fares, more than 3 cents is expended directly 
for labor in this city. Of the remaining 2 cents at least 1 cent goes for taxes, license, 
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there made are rather typical and their appeal to local interest 
accounts, in a measure, for the rapid growth of regulation. 

The communities in which jitney buses have been most rapid 
in their growth have attempted to regulate them in a variety of 
ways.’ The principal features covered in the earlier ordinances 


street improvements, and material, or four-fifths of the whole is returned whence it 
came, to benefit the people of Los Angeles. The remaining fifth takes care of the 
interest charges on the bonded indebtedness, and as many of the bonds are owned in 
California, a share of this last fifth also remains here. 

“In contrast to this showing is the 5-cent fare paid over to the ‘jitney’ bus driver. 
Four-fifths of this sum must go for gasoline, oil, rubber tires, and to pay for the 
machines, for few of them are owned outright by the men operating them. It is a 
direct revetsal of conditions. In the latter case 4 cents in 5 go out of the city; in so 
far as the street cars are concerned the same proportion in the nickel stays here. 

“T am thus explicit because I wish to show our people the partnership interest 
created by the franchise regulations that bind the street railways to certain specific 
obligations, directly benefiting the public, as opposed to the non-regulated auto-buses 
having no such onerous liabilities imposed upon them. It is patent that if the street 
railways are losing what will amount to $750,000 a year, the public service heretofore 
furnished by the street railways will be curtailed to comport with these new conditions. 

“‘The people in the end will be compelled to depend upon the street railways for 
transportation. Meanwhile, the loss of revenues has affected the whole city as shown. 
Extensions have been necessarily blocked and the enforced economies have been 
reflected in a hundred different directions beyond the street railways themselves. It is 
they that have most seriously felt the pinch thus far, but it requires no seer’s vision to 
perceive that the people so immediately concerned in the prosperity of the big corpo- 
rations sharing their incomes with the city must suffer from the restricted revenues. 

“To dally longer in our present state of irresolution and inaction as regards the 
‘jitney’ bus is to be guilty of gross injustice to the people.” 

* Such regulation as has been undertaken through city ordinances may be classi- 
fied as to the intent of its provisions as follows: 

1. Requiring jitney operators to carry liability insurance or to execute a bond 
for $10,000 or other substantial sum for each car operated, in order that the public 
may be assured of their financial reliability in the event of accident. 

2. Requiring and charging a fee for a license in order that (a) the jitney shall 
contribute to the common funds of the community; and (5) the casual and irresponsi- 
ble operator may be eliminated. 

3- Providing for the regulation and licensing of drivers in the interests of safety. 
{From ordinance introduced in Seattle, Washington: (a) Drivers shall be at least 
twenty-one years of age; (5) must undergo physical examination to show fitness and 
ability to drive; (c) sworn testimonials of at least two citizens as to character of appli- 
cant to be filed with every application for license; (d) applicant to submit duplicate 
photographs—one to be filed, the other to be attached to the license and to be shown 
upon request.] 

4. Providing for definite routes and schedules as affecting reliability of service. 

5. Providing standards (loading, lighting, and heating) to promote the comfort 
and convenience of passengers. 

6. Providing definite rates of fare. 

7. Providing penalties (fines and revocations of license) for failure to comply with 
regulations. 

The city of Denver has passed an ordinance requiring each individual contemplat- 
ing engaging in the passenger transportation business to obtain a franchise. 
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have been followed in the later ones, and the most complete and 
carefully thought-out regulatory provisions have been based on a 
consideration of the following factors: 

a) Responsibility: To accomplish this there has been generally 
required of the jitney owner a bond for the protection of individuals 
who are injured through the carelessness or negligence of the driver.” 

b) Safety: This has been promoted by fixing the requirements 
for drivers in such a way as to eliminate those least fit to operate 
cars. In certain cities a special examination of drivers is required, 
and in most cities which have adopted regulatory measures a com- 
plete means of identification of drivers is required for the use of the 
police department. Jitney operators are of course subject to exist- 
ing police regulations as to traffic rules. 

c) Reliability: It has been deemed necessary for the convenience 
of the public that routes and charges be fixed, and many ordinances 
contain provisions to this effect. The tendency, early observed 
in many cities, to use the jitney for immoral purposes has led to 
certain provisions being made with regard to the lighting of closed 
cars. 

d) There appears in most regulatory ordinances provision for 
the licensing of jitneys and fees of various amounts have been 
imposed. In general these fees have not been particularly large, 
although there is a growing tendency to require these carriers to 
contribute by the means of special taxes to the extra burdens 
imposed upon the police and street departments in the cities in 
which they operate. These burdens imposed by regulations have 
eliminated a considerable number of the less efficient and less desir- 
able jitney operators from the field, some because of their unfitness 
to operate a car and others because the added financial burden 
made it impossible for them to pay current expenses. 

2. Community requirements.—Closely related to regulation 
although properly classified under a separate head are the require- 
ments which the communities have imposed upon the jitneys in 
the way of contribution to public funds. Many cities have taken 


tIn one of the Pacific Coast cities, each of the three bonding companies there 
represented has, since the advent of the “jitney”’ bus, refused to issue indemnity insur- 
ance for such vehicles, and in another city, somewhat smaller, the rates for such 
policies have been increased from an annual fee of $50.00 to one of $250.00. 





672 JOURNAL OF POLITICAL ECONOMY 


this step having in mind the fact that the money collected for trans- 
portation by the street railways is assessed for general purposes and 
any diversion of this transportation income from street railways 
will lessen the amount thus contributed unless the agency to which 
the payments are diverted has imposed upon it burdens similar to 
those imposed upon the street railways. In certain cities as high 
as 15 per cent of the money paid to street railways for transporta- 
tion finds its way into the coffers of the city, and it is apparent that 
any considerable lessening of the street railway’s income will con- 
stitute a serious decrease in funds accruing to the city from this 
source. An interesting phase of this matter is that of paving 
requirements. In the days of horse-drawn vehicles it was held that 
since this transportation agency in its use of the public streets for 
gain damaged the paving to a considerable extent, it should contri- 
bute to the funds necessary to lay and maintain paving by means 
of payments in the nature of a direct tax. Upon the change in 
motive power whereby the cable and later the electric motor 
replaced the horse, no corresponding change was made in the 
assessment against the railway for paving, so that at the present 
time street railways face the anomalous situation of being required 
to instal and maintain a large amount of paving which they damage 
not at all, the tax being an inheritance from a time when they did 
contribute in some degree to the wearing out of pavement. Up to 
the present time no considerable progress has been made in the 
matter of assessing against the jitney buses an equitable share of 
the costs resulting from the wear of paving. It is evident, however, 
that in those communities in which the jitney has made serious 


* Detailed figures of such loss of revenue are given herewith: 








Estimated An- : 

: Loss in Taxes Total Loss 

Fong Lay armed to State to Public 
Due to Jitneys 5} Per Cent 12 Per Cent 
$ 920,000 $ 48,300 $110,400 
730,000 8 87,600 
300,000 ’ 36,000 
Sacramento . 37,000 y 4,400 
Miscellaneous (estimated) 513,000 v 61,500 


Total probable $2,500,000 ‘ $300,000 




















If the public is not to be the loser this sum must be paid in taxes by the jitneys. 
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inroads into the revenues of the electric railways the city treasury 
will shortly be under the necessity of obtaining from some other 
source funds for paving maintenance which have previously been 
furnished by the railways. A similar situation exists in regard 
to street sweeping, sprinkling, and removal of snow. 

3. Depreciation charges.—As has been indicated previously, the 
wasting of capital through the depreciation of the automobile has 
not been given proper weight in many cases. As the second-hand 
cars, and to a less extent the new cars which have entered this field 
of transportation, reach a point at which they can no longer be 
operated, the necessity for considering depreciation is being 
brought more forcibly to the attention of the owners. Those who 
entered the business first are now rapidly being brought face to 
face with this necessity, and although many operators have not 
yet given due weight to this factor, it will have, as time goes on, 
an increasingly greater force in determining whether or not the 
jitney bus is to remain. 

4. Cost of operation.—The chief factor tending to discourage 
owners and operators of jitney buses is the high cost of automobile 
operation. This is a subject which has been gone into with a con- 
siderable degree of care, and the results of the computations based 
on actual operating experience in a number of cities are such as to 
indicate that, neglecting for the moment the wasting of capital, 
the average jitney operator is unable to make a reasonable daily 
wage over and above his cost of operation. In Appendix A, a 
detailed discussion of the cost of operation is given. 

Collecting the figures shown in Appendix A and putting most 
reliance on those coming from companies which keep cost data, a 
tentative summary of costs will be made. This involves first the 
recognition of two classes of competing vehicles, those really tran- 
sient in character which are devoted to the “jitney” service from 
time to time by their owners, who are also the operators, and the 
cars owned by an individual or corporation and devoted seriously 
to the business. These will be operated by paid drivers. 

The first class of operators will not feel the necessity of making 
the service bear all the elements of cost which it should, treating the 
matter as a casual occupation and charging against it additional 
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costs only. These men are put to no extra expense for housing 
their cars and consequently will not feel that any part of the fares 
collected from passengers should go for this purpose before profits 
are computed. A similar view will doubtless be held of taxes, 
interest, depreciation, etc. 

Looking at the matter from the point of view of these men, 
the “cost”’ of operation is simply the expenditure for gasoline, oil, 
repairs, and tires, and the difference between this amount and the 
fares collected represents profits. The lowest reliable figure 
reported for these items is 5.8 cents per mile. Assuming a 2. 5- 
mile route (round trip 5 miles) and 100 miles as a day’s run, $5.80 
represents the “out-of-pocket” cost. If four passengers are 
hauled on each trip the fares will amount to 40 cents per round 
trip or $8.00 per day, leaving a wage for the operator of $2. 20. 
A shorter haul or a higher number of passengers will increase the 
operator’s wage, but it is not likely that much more profitable 
conditions than those assumed can be found regularly. 

Considering now the case of the company which purchases 
machines for the service and treats the whole matter as a business 
proposition, allowing for all the elements of cost, we reach a some- 
what different conclusion. 

The costs varying with the mileage made will be placed at the 
figure used above, 5.8 cents per mile. Other operating expenses 
to be considered are insurance of all kinds, including injuries and 
damages, $200.00 per year; cleaning, inspection, and housing, 
30 cents per day, say $100.00 per year; wages of driver, a minimum 
of $2.00 per day, or $700.00 per year; superintendence and 
management, 0.75 cent per mile, or, on the basis of 75 miles per day 
for 350 days per year, $195.00 per year. This figure is based on 
the expenses of supervision of one of the largest taxicab companies 
and probably could not be equaled by a company operating less 
than 300 cars. 

The foregoing operating expenses may be summarized at 5.8 
cents per car mile plus $1,195.00 per year. To these must be 
added $240.00 interest and depreciation, and, for want of better 
information, $5.00 each for state registration, personal property 
tax, and public vehicle license. The total then is $1,450.00 per 
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year plus 5.8 cents per car mile. This includes an 8 per cent return 
on investment in cars (there will be little other investment neces- 
sary). Thus, excluding return and reducing the amount to a per 
day basis (350 days per year), we find the expense to be $4.05 per 
day plus 5.8 cents per mile. The depreciation is based on 5,000 
miles per year and would likely be exceeded, inasmuch as 75 miles 
per day or 25,000 miles per year will probably be run. The depre- 
ciation estimate of the Ford Company is $200.00 for 5,000 miles or 
4 cents per mile. The foregoing assumption reduces the rate to 
o.8 cent per mile but, as stated above, the item will be handled as 
a yearly lump sum of $200.00. 

Allowing no return on investment, the relation between the 
number of passengers per half round trip and the maximum length 
of half round trip for various daily mileages is shown in Table I. 


TABLE I 
LenctH oF Harr Rounp Trip In MILES 








Num Raed Tap 75 Miles per Day | 100 Miles per Day | 150 Miles per Day} 200 Miles per Day 





0.58 0.63 
1.17 1.27 
1.76 1.91 
2.34 2.55 
2.83 3.18 
3.52 3.82 
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It will be observed that the maximum length of route, for an 
average of four fares per half round trip and an average of 150 car 
miles per day, is about 2.3 miles, and should the jitney be required 
to contribute to the public funds in the same proportion as does the 
San Diego Electric Railway, or 17.75 per cent of its gross revenues, 
the distance would be reduced to 1.94 miles; or if paving obligations 
were eliminated and taxes only were made proportional, that is, at 
6.75 per cent of gross revenues, the maximum length of route 
would be 2.19 miles. 

It is of considerable interest to compare the costs of transporta- 
tion by the small automobile with the costs on a typical electric 
street railway. The following analysis, while admittedly not 
complete, is nevertheless, it is believed, detailed enough to indicate 
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rather closely the relations between the factors which control the 
profitable length of haul on street railways. 

Table II analyzes operating expenses, depreciation, taxes, and 
return on investment of a $20,000,000 street railway plant, classi- 
fying the expenses according to the factor which presumably, in 
each case, influences its variations. The results of this analysis 
are as follows: 

Operating expenses, depreciation, taxes, and return, together 
amount to $o.106 per car mile, plus $0.985 per car hour, plus 
$14.00 per mile of track per day, plus $0.0025 per passenger, plus 
$980.00 per day, or, since the assumed plant was operating 200 
miles of track, $4.90 per day, per mile of track. 

These figures were arrived at by a study of each primary 
account of the Interstate Commerce Commission’s classification, 
in the light of the experience of a number of companies, both as to 
the relative amount of the charges under the various primary 
accounts and as to the functional relation between these accounts 
and operation. Throughout, an attempt has been made to make 
the hypothetical company represent high-class service and standard 
practice. The extent of the concentration of service is an important 
factor in costs, and the assumption made in the foregoing computa- 
tion is that of the typical, two-peak, traffic distribution, derived 
from the comparison of the results of traffic studies in a number of 
American cities. 

Assuming a speed of 8} miles per hour and assuming also that 
the number of cars in service will be varied to correspond with 
the variations in traffic, so that there is a fixed number of passengers 
carried in each half round trip, certain conclusions may be reached. 

It is of interest to note in comparison with costs of jitney bus 
operation that with the length of haul of two miles, which is about 
all the jitney bus can do for a nickel (with an average of four 
passengers per half round trip), and with a rush hour headway 
of one minute, the electric railway would require about 11 passengers 
per half round trip to make operation profitable at 5 cents per 
passenger. A car with 20 passengers can be run on such a route 
and schedule as this for a 3-cent fare. A passenger riding 10 miles, 
however, in a car which is carrying on the average 20 people per 
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half round trip would have to pay something over 12 cents per ride 
to cover the cost of his transportation. Take for example four lines, 
respectively 2, 3, 5, and 10 miles in length, on each of which the 
fare is 5 cents. Assume that 3,000 people ride on each in 100 half 
round trips. A fare based on cost would yield the railway $610. 50, 
while the flat-rate 5-cent fare yields $600.00, as indicated in Table 
III, the two figures in this case being in substantial agreement. 


TABLE III 








Recerts on Cost /|Recziets on Frat-Rate 
NumBer or PassENGERS Base Basis 





Lencrs or Hair 


Per 1 Total, 
° Dollars 


P 





150.00 
150.00 
150.00 
150.00 





Total 600.00 


oO 
Total excluding 2- 
mile line 
Total excluding 2- 
and 3-mile lines. . 
Total excluding 2-, 
3-, and 5-mile lines 























The elimination of the 2-mile trip would clearly require that 
6 cents be made the flat rate for the remaining lines; and the 
elimination of the 3- and 5-mile lines would raise this flat rate 
first to 7.5 cents and then to 10 cents. 

It must be evident then that the jitney bus can compete with 
the electric railway in the matter of the cost of operation only under 
very special conditions. It should be borne in mind that each 
passenger now riding 2 miles on an electric car contributes some- 
thing toward the cost of carrying the passenger who rides 10 miles. 
If the jitney bus, then, is permitted to compete with electric lines 
for this short-haul business, it is obviously but a step toward the 
zone system of fares on the street railways. 

From the standpoint of the patrons there are four principal 
reasons for a decline in the extent of jitney patronage: 
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1. While under favorable conditions the jitney bus may and 
does afford a comfortable and convenient means of transportation, 
the situation is quite otherwise in cold and rainy weather. It 
has also been observed by those who have patronized the jitneys 
that the advertised ride on rubber and air is not always realized, 
and that the high percentage of accidents and delay results in a 
schedule frequently less rapid than that of the electric railway. 
Scant protection from the weather, poorly driven cars, springs and 
seats past the period of maximum efficiency and comfort, and many 
other factors have, as the cars in service have aged, decreased the 
comfort and convenience which they originally offered. 

2. The crowding which has come to be recognized as a necessary 
part of street-railway operation during certain periods of the day 
has not been escaped by those who have changed their means of 
transportation to that of the automobile; and during certain hours 
many passengers are forced, if they patronize the jitneys, to ride 
on the running-board, on a side door, or, as has been noted occa- 
sionally, on the lap of another patron. 

3. Even in those cities which have prescribed definite routes, 
it is not always possible for a passenger to count on an opportunity 
to patronize the jitney. Routes are shifted in spite of agreement 
to the contrary, and what is a more serious inconvenience, cars are 
withdrawn from service at the will of the operator. The result 
is that it is impossible to predict what will be the frequency of jitney 
operation on any street at any time.’ 

4. It has been borne in upon the minds of more thoughtful 
individuals that there are several elements of danger in a jitney 
bus which are not so small as to be overlooked. The cleanliness 


* Oakland Jitney News: ‘There are a number of operators . . . . who belong 
neither to the Association nor any other body, preferring to operate as free lances, over 
any run which takes their fancy. It is . . . . up to the drivers who are to blame to 
end their tactics before they bring discredit upon the [Jitney Bus] Association [of 
Oakland, California). 

“Don’t lay up your car when it rains and leave your route inadequately served. 
There was just one machine plying between Oakland and Alameda last Tuesday. The 
driver of that one was not afraid of getting wet.” 

The St. Louis Times, January 30, 1915, contains the following: ‘After a three 
days’ lay-off, due to the extreme cold weather, the jitney bus reappeared Saturday 
morning, in time to reap the fruits of added congestion, due to the bad weather.” 
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of these cars is not supervised, and there is some danger of con- 
tagion, although this is probably not great. The principal danger 
is that of accident, due in part to careless driving by certain indi- 
viduals, and in part to the fact that the large increase in the num- 
ber of automobiles has in many districts exceeded the safe capacity 
of the streets. Numerous accidents resulting in injuries and death 
have been noted, and it is of particular interest to observe that in 
certain cities the earnings of the street railway show, following 
each accident, an immediate and perceptible increase. While it is 
not easy to reduce the accident hazard to figures, it is obvious that 
it is considerably greater in the case of the jitney than in the case 
of the street car, with which it competes, and this factor has led 
many patrons to abandon jitney transportation. There is an 
additional danger which results from the close proximity of strangers 
in a rear seat of an automobile, particularly in the evening, and 
frequent complaints have been made as to the operation of pick- 
pockets and as to the attentions which have been forced upon 
unwilling fellow-passengers by those more socially inclined. 


Ill. LEGAL STATUS OF THE TRANSIENT CARRIER 


The following paragraphs, quoted from a report on the cost of 
jitney bus operation prepared by the Bureau of Fare Research 
of the American Electric Railway Association, indicate that the 
powers of municipalities to regulate transient carriers are well 
defined. To whatever extent it may in the future be deemed ad- 
visable to carry regulation of the jitney bus, such measures as have 
been outlined in a preceding paragraph will probably meet with 
little opposition upon the part of the courts as being outside the 
rights and powers of the municipalities. It is of particular interest 
in this connection to note that a considerable part of the regulation 
of electric railways has come about as an inheritance from their 
predecessors, the horse-drawn cars and buses. 

According to a recent [1914] decision of the Oregon courts a “common 
carrier” is one who, as a regular business, undertakes to transport persons or 
commodities for all who will pay his charges.‘ According to this definition a 
‘‘jitney’”’ bus is undoubtedly a common carrier. Moreover, since a state 


* Anderson et al., v. Smith-Powers Logging Co. et al., 139 Pac. Rep. 736. 
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legislature has power, subject to constitutional limitations, to prescribe reason- 
able regulations for the conduct of common carriers . . . . and may do so 
through a commission,? a way is open for the various railroad and public 
utility commissions to assume regulation of the jitney bus industry. This is 
further borne out by the present New York and Illinois statutes requiring a 
permit from a state commission for the running of bus lines.’ 

It may be urged that “‘jitney”’ buses are taxicabs and are therefore immune 
from regulation, and yet a taxicab company, in the business of transporting 
persons for hire from one part of the city to another and holding itself out to 
carrying one and all, is a common carrier of passengers, and therefore subject 
to regulation. 

Many municipalities possess, through charter provisions, power to enact 
and to enforce ordinances regulating the use of coaches, hacks, and other vehicles 
transporting passengers and “to license, tax and regulate vehicles,” etc., and 
the courts have held that such ordinances, when based on charter provisions, 
are valid.4 

Wherever a municipality does not already possess power to regulate the 
“jitney”’ buses, such power may easily be conferred upon it by the legislature. 
A legislature can, in the exercise of the police power, regulate the use and driving 
of motor vehicles,$ and its power over streets may be delegated to the muni- 
cipality.6 A legislature may authorize a tax on the privilege of using streets 
for vehicles.? 

When such power is conferred upon a municipality, its ordinance taxing 


the use of its streets by means of a license imposed on specified classes of 
vehicles . . . . in order to raise revenue to maintain and repair the streets 
is valid. In classifying such vehicles according to wear probably resulting 
to the streets from their use and not according to value a city is within its 


* P. S. Commission, Md. v. Northern Central Railway Co., 90 A. 105. 

2 Laws of New York, chap. 495, secs. 1, 2, 25, in effect May 13, 1914; Laws of 
Illinois, Hurd’s Revised Statutes, 1913, chap. 111, A, sec. 55, in effect January 1, 1914. 

3 Van Hoefen v. Columbia Taxicab Co., 162 S.W. 694. 

4 Kansas City v. Richardson, 90 Mo. App. 450. See also Commonwealth v. Gage, 
114 Mass. 328 (1873), prescribing rates of fare to be charged by hackney coachmen; 
Commonwealth v. Estodder, 6. Cush. 562 (1851), prescribing routes of travel for omni- 
bus lines; St. Louis v. Green, 70 Mo. 562 (1879), imposing tax on all vehicles used in 
the streets; State v. Foley, 31 Iowa 527 (1871), imposing fines upon persons impeding 
progress of street cars by allowing vehicles to remain on track; Commonwealth v. 
Matthews, 122 Mass. 60 (1877), taxing stands for vehicles for hire; Scudder v. Hinshaw 
et al., 33 N.E. 791, prescribing traffic regulations. 

5 City of Newport v. Merkel Bros. Co., 161 S.W. 549. 

6 Bingham v. Kollman et al., 165 S.W. 1097. 

7 City of Ft. Smith v. Scruggs, 69 S.W. 679. 

5 City of Terre Haute v. Kersey et al., 64 N.E. 469. 
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rights. Fixing the amount of a license fee for the privilege of doing business, 
high enough to make it partake of the character of . . . . a privilege tax, as 
well as to provide a means for the regulation of the business is not unconstitu- 
tional and does not constitute an unwarranted interference with the rights 
of citizens or of private property. This applies to motor as well as to horse- 
drawn vehicles." Such a license fee is not unconstitutional for want of uni- 
formity, in that carriages and vehicles used in ordinary business are untaxed, 
the difference in such vehicles and the extent of their use of the street forming a 
proper basis for legislative classification.? : 

A motor vehicle is subject to a license tax on “hacks, cabs, omnibuses, and 
other vehicles for the transportation of passengers for hire,’’ even though it 
was unknown and not in use at time of passage of the act imposing such license 
tax.3 

It is interesting to note that where a legislature had authorized cities to 
license hackmen, draymen, omnibus drivers, cabmen, expressmen, and all 
others pursuing like occupations and to prescribe the license fees that should 
be paid or issue licenses “‘to such . . . . persons as may apply to keep and use 
omnibuses or vehicles in the nature thereof” and to charge a “reasonable 
annual sum therefor,’ the courts, both state and federal, have upheld the 
validity of ordinances extending the application of this authority to street cars. 

Thus it was held “The only distinction which can be called substantial 
between the two classes of occupations [omnibuses and street cars] is that one 
carriage goes upon iron rails on a regular track, with wheels, and the other 
carriage goes with wheels upon the ordinary street way.” 

Similarly,s the Supreme Court of Pennsylvania held that “vehicles in the 
nature of omnibuses” was sufficiently comprehensive to include street cars. 
Again,‘ it was held in an action based on contract that by development and 
improvement the modern railway car had been evolved from the old-fashioned 
stage-coach, which implied a vehicle or conveyance running on wheels for 
carrying passengers, and, therefore, that the city was entitled to recover the 
same license fees previously exacted for stage coaches. 

Based largely upon these common-law obligations, state regulatory 
measures applying directly to “jitneys’’ have been introduced in several of the 
western legislatures and in Massachusetts. The legislature of Texas is to con- 


* Gundling v. City of Chicago, 177 U.S. 183; Sterling v. City of Bowling Green, 26 
Ohio Cir. Ct. R. 581. 

2 City of Des Moines v. Bolton, 102 N.W. 1045. 

3 City of Henderson v. Lockett et al., 163 S.W. 199. 

4 Allerton v. City of Chicago, 6 Fed. Rep. 555. 

5 Frankford & Philadelphia Passenger Railroad Company v. City of Philadelphia, 
58 Pa. St. 119, and Johnson v. Philadelphia, 60 Pa. St. 445. 

6 City of New Orleans v. New Orleans City & Lake Railroad Company, 40 La. Ann. 
587. 
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sider a measure prohibiting the operation of other lines of transportation upon 
streets occupied by electric railway lines. Measures have been introduced in 
the California legislature declaring auto buses to be common carriers and 
prescribing a tax upon them similar to that paid by the street railways. In 
Washington and other states similar legislation is pending. The Massachusetts 
Street Railway Association, in an effort to prevent and avoid the disastrous 
conditions in the West, has introduced a regulatory bill in Massachusetts, 
defining conditions under which buses may be operated and providing responsi- 
bility for damages, and will urge its enactment. 


IV. THE ECONOMIC STATUS OF THE JITNEY BUS 


We will look now at the economic status of the automobile 
engaged upon the public highways as a common carrier. It appears 
that this amounts to a reappearance of a type of transportation 
which vanished with horse-drawn vehicles upon the introduction 
of electric transportation, and it will be worth while to consider 
from various standpoints whether or not under present circum- 
stances this type of transportation can return to supersede the 
more systematic type furnished by electric railways. While there 
are at present, in various cities, associations of jitney operators, 
not much progress has been made in the realization of their com- 
mon interest by those engaged in the industry. With such a 
realization there would tend to come combinations and the forma- 
tion of companies to take over and control the present scattered 
businesses. Such a development would greatly increase the ease 
of regulation and the effectiveness of control, and would probably 
result in making the possession of a franchise a condition of opera- 
tion. Such changes do not appear to be a matter of the immediate 
future. 

Obviously, the jitney bus will continue to exist if it can render 
a certain service at a less cost than its major competitor, the elec- 
tric railway, or if it can render a better service at the same cost. 
The word cost in the previous clauses must be assumed to include 
a proper contribution to state and municipal funds. In other words, 
the existence of a subsidized industry, which is what the jitneys 
will amount to if they are relieved of their proper share of the 
burdens of the community, may or may not depend upon the factors 
which will be analyzed in an attempt to determine whether or not 
under free competition the jitney business will be permanent. 
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The question of the success of this experiment in urban trans- 
portation depends primarily upon three factors: (1) Is it profitable 
for the owner and operator? (2) Is it able to furnish a service to, 
and supply the needs of, a considerable portion of the community 
at a price within the ability of its natural patrons? (3) Is it upon 
general grounds advantageous to the community? Obviously 
an industry might exist and secure, at a profit to itself and at a 
rate within the reach of a considerable number of people, business 
which it would be contrary to public policy to permit to exist. 
We have discussed somewhat at length in previous pages the ques- 
tion of the cost of operation. Assuming that the operator of the 
jitney bus bears his proper share of the expenses of the community 
as a whole and that he protects his investment, it becomes evident 
that there is only a relatively small part of the total transportation 
business in any community for which he can compete. Under these 
circumstances transportation by automobile at a 5-cent fare cannot 
supplant for the city as a whole the transportation furnished by the 
electric railways. The existence then of competition for what may 
best be termed “short-haul” business’ appears likely to place 
upon the electric railways a burden such that it will be necessary, 
if operation is to be continued and the property maintained, to 
charge higher rates to those patrons who receive greater service. 
In other words, if there are eliminated from the business of the 
electric railway the short-haul passengers, the handling of whom 
presumably shows a profit, the passengers who are at present 
carried a considerable distance and the handling of whom shows a 
loss must in the future pay more than they do at the present. 
It is not within the province of this article to undertake to say in 
detail how such a change in fares will be brought about nor what 
effect the adoption of a zone system of fares would have upon the 
community in general. However the matter might be adjusted, 
it is apparent that such a change in the rates of fare on electric 
railways could not be accomplished without some difficulty and 


perhaps some loss. 


t The Kansas City Star quotes W. H. Miller, jitney promoter, as saying: ‘‘We are 
trying to select the short, profitable hauls, not more than two miles or two and a half 


at most.” 
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The whole matter of transportation is a vital factor in city 
building, and any situation tending to bring about a change in the 
system of charging for urban transportation should be given atten- 
tion by those within whose province it is to give thought to the 
larger interests of the community as a whole. In addition to the 
bearing which jitney competition appears to have on the rate of fare 
for a distance of over one or two miles, which includes of course a 
considerable portion of suburban traffic normally handled on urban 
cars at a single fare, it should be noted that the confusion resulting 
from the addition of a large number of small independent trans- 
portation units to the present complex traffic in city streets is a 
matter of grave importance. Various computations would indi- 
cate that it would be not an unusual condition during certain periods 
of the day to have the average distance between automobiles, 
engaged in passenger transportation, five feet or less, if these cars 
were to replace the electric cars now furnishing the same service. 
Such a situation would doubtless be considered intolerable. It 
may be urged that the jitney business is in its infancy and that 
improvements in design of these passenger-carrying vehicles will so 
reduce the cost of operation as to enable them to compete upon a 
broader basis for the business of the electric railways. That such 
improvements in the art are possible cannot be denied; and as there 
have been improvements tending to reduce costs in very many of 
the mechanical arts, it will be indeed peculiar if the costs computed 
in this article are not lowered at some time in the future. There 
will still remain, however, in all probability, some reluctance on the 
part of cities to give up a major portion of their streets to passenger- 
carrying vehicles for the rendering of such service as is now being 
rendered by the electric-railway cars which use but a small part of 
the street. 

It is such cases as these which point out the need of scientific 
traffic surveys in every city. It is as important for city govern- 
ments to know accurately the movements of population from hour 
to hour as it is for a street-railway company to have this informa- 
tion, and it is apparent that this is a matter which will be given 
increasing attention in the future. The proper location of bridges 
and tunnels, both for pedestrians and for vehicular traffic, is a 
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matter which cannot be determined except by an accurate knowl- 
edge of the hourly movements of the people in the community. 
That these change from time to time is well known to those who 
have considered the matter, and the future development of means 
of travel through the various parts of any city should be planned 
always in the light of the best obtainable information as to the 
habits of its people. The use of a car 14 feet long to carry 4 pas- 
sengers is an extravagance which few cities can afford when cars 
seating 50 people are but 50 feet in length. It may be urged that 
experience in Europe has indicated that cheap transportation in 
small units by transient vehicles has a legitimate place in the 
transportation scheme of any community. It should be observed, 
however, that conditions abroad are somewhat different from con- 
ditions in this country. In general, workers in Europe live closer 
to their places of employment than they do in this country. It 
appears that the average mileage per ride is considerably less in 
those countries than it is in this. The zone system of fares is 
very generally employed on European electric railways, and a con- 
siderable part of the population other than the laboring classes 
considers it beneath its dignity to walk a distance which in this 


country the average citizen walks with ease and without a 
thought as to its effect upon his social status. 


Vv. CONCLUSION 


In conclusion it would appear that the jitney bus cannot con- 
tinue long to carry passengers the distances which it is now attempt- 
ing to carry them at a 5-cent fare. The jitney bus, however, can 
compete with the electric railway for short-haul business. Im- 
provements in automobile design tending to lessen depreciation 
and operating costs will probably from time to time change the 
maximum length of ride for which the jitney can profitably com- 
pete with the electric railway. It does not appear likely, however, 
that, within the near future at least, automobile transportation 
can be furnished to communities as a whole as efficiently and as 
economically as a similar amount of transportation can be furnished 
by the electric railway. The certain result of the taking of the more 
profitable business from the electric railways is an increased fare 
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for the balance of the business. Assuming that the jitney business 
is regulated to a sufficient extent to protect to a reasonable degree 
the safety of the passengers and to promote as far as may be the 
reliability and regularity of the service, the interest of the city has 
not as yet been completely cared for. Streets are dedicated to the 
use of the public, and they will in the long run be so administered 
as to provide the greatest good to the greatest number. On this 
basis we may look to see considerable attention given to the fact 
that passenger transportation by automobile is wasteful of space 
in the city streets. 

Considering all these factors, it does not appear that this most 
interesting experiment in urban transportation will result in the 
displacement of the present means of transportation, although 
for the period during which this experiment is being carried on 
individual instances will doubtless appear where the jitney bus can 
be operated profitably and with due regard to the interests of the 
people as a whole. It may not be out of place to suggest that a 
limited number of people would probably be glad to pay 10 cents 
or even 15 cents a ride for service of a somewhat higher character 
than it is possible for electric railways to furnish. The number of 
such people is not so large that furnishing them with this transporta- 
tion de luxe will seriously encumber the streets; and it appears at 
the present time probable that, as the individuals who have already 
engaged in the jitney business discover that their profits are less 
than were anticipated, a certain number of them will try the experi- 
ment of furnishing their service for a fare of 10 cents. Whether 
the operation of the “double jitney”’ would be a profitable business 
or not it is not easy to determine; but it is quite likely that there 
is some form of transportation of this general nature at a rate be- 
tween that charged at present by taxicabs and the rate charged 
by electric railways at which automobile transportation will be 
a profitable venture. It appears quite certain, however, that at 
the present rate of fare the jitney bus experiment is doomed to 
failure. 

F. W. DOoLitrLe 


Drrector, BUREAU oF FARE RESEARCH, 
AMERICAN ELectric Ramtway ASSOCIATION 
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APPENDIX A! 
I. JITNEY BUS COSTS 


1. Cost of operation.—It will serve our convenience and facilitate compari- 
sons to examine the various elements of the cost of operation of jitney buses 
under the general groups of accounts in use by electric railways. 

2. Maintenance of way and structures—Under this head there will be 
normally little expense for the man who operates his own car. Companies, 
however, which maintain their own garages or own and maintain general office 
buildings will incur expenses properly listed as Maintenance of Buildings, 
Fixtures, and Grounds, and as Depreciation of Structures. Inasmuch as the 
greater part of the operators of jitneys own their cars and keep them in sheds 
and stables not otherwise in use, no cost has been considered under this head. 
Individual jitney owners are under no necessity of counting as part of the cost 
of operation, taxes, interest on the investment in, and the cost of maintenance 
of, property otherwise idle. Such items have, however, been considered in 
part under the caption of garage costs. 

3- Maintenance of equipment.—Some rather extensive cost figures have been 
kept during the past year by a company which is a member of the American 
Electric Railway Association. This company operates several types of cars 
in different cities, and its records based on twenty Ford cars in service for 
eight months disclose an expense of 1. 3 cents per mile for maintenance of chassis 
and body. Tires cost 1.2 cents per car mile, and miscellaneous expenses for 
maintenance and replacement of parts amount to o.3 cents per car mile, or a 
total for the three items of 3.3 cents. These costs do not allow for deprecia- 
tion and replacement of the car. Figures for these three items from two other 
reliable sources and covering other types of cars are 7.71 cents per car mile, 
and 4.56 cents per car mile. 

4. Power.—Under this heading there must be included the cost of gasoline 
and oil, and engine maintenance. For the Ford cars above referred to, the 
cost for those items was slightly over 2. 5 cents per car mile, while the amounts 
for the other two types of cars, were 4.43 cents per car mile and 2. 39 cents per 
car mile respectively. 

5. Conducting transportation.—Under this heading there will be included, 
besides certain charges such as cost of tickets, cost of gas or oil for lighting, 
cost of signs on cars, etc., the wage of the driver. The figures which the 
Bureau has been able to obtain for this item show a wide variation. One 
jitney company pays 2 cents per mile; one 30 cents per hour; another pays 
$8.00 per week to foreigners for this type of work. Still another company is 
reported as paying $15.00 per week, and one pays the driver 35 per cent of 
the gross receipts. Inasmuch as the possession of a license is necessary in 
many cities if one wishes to operate a car, it seems that the minimum wage 
which can be paid will not be greatly below $2.00 per day. It is reasonable 


* Condensed from report on Cost of Service on the Jitney Bus, by the Bureau of 
Fare Research, American Electric Railway Association. 
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to suppose that it is not economical to attempt jitney operation with less 
skilled employees than those who can command $2.00 per day. The man who 
drives his own car may donate his time to the business and count as profit his 
net revenue. This is not likely to be the general practice, however, and we 
may safely assume that the owner-operator will consider his time worth at 
least $2.00 per day. 

During times when employment is scarce and labor is plenty, a wage less 
than $2.00 a day may be paid, particularly in the case of men and boys operat- 
ing cars for three or four hours per day in addition to some other occupation. 
There is reason to believe, however, that if the jitney bus should achieve per- 
manence in any community, it would meet labor conditions approaching those 
on electric railways. It is the common experience in industry that low wages 
and long hours are succeeded, as the industry becomes established, by shorter 
hours and higher wages. Certainly there would be, in the case of jitney opera- 
tion, a tendency toward standardization, and $2.00 per day appears to be a 
reasonable estimate. 

6. Traffic.—There will usually be little to be considered under this heading. 
An occasional payment for advertising and solicitation may occur, but this 
in general may be neglected and may to a certain extent be offset by revenue 
from advertising. 

7. General and miscellaneous.—Injuries and damages and insurance will be 
the most important items in this group and will in many instances be by far 
the largest expenses to be met by the owner-operator. 

The greater danger to pedestrians from motor vehicles arises from inherent 
qualities of these vehicles. They run rapidly, quietly, and depart from a fixed 
path at the will of the driver, turning into side streets and coming from behind 
other vehicles with confusing quickness. They are not all driven by men 
trained to their work and freed from distraction in the performance of it. 
Many observations made on the care exercised at railroad crossings put auto- 
mobile drivers at the bottom of the list. 

In Cincinnati, the Baltimore & Ohio system found that 3.4 per cent of the 
teamsters and 5 per cent of the pedestrians complied with the admonition to 
stop, look, and listen, while out of the 184 drivers of motor vehicles none took 
proper precautions. 

Carelessness in the operation of motor vehicles is emphasized in a report 
of the Safety Bureau of the El Paso & Southwestern Railroad. Three thousand 
six hundred and seven automobiles were observed crossing railroad tracks in 
El Paso in one week. Of the drivers of these, 2,907, or 80 per cent, looked in 
neither direction, 620, or 17 per cent, looked in one direction only, and 80, or 
2 per cent, looked both ways before crossing. Of the 2,907 who took no pre- 
cautions, over 10 per cent crossed at a speed above 20 miles per hour. 

Of general interest in this connection is the statistical information concern- 
ing deaths and injuries occurring in the public highway, compiled by the 
National Highways Protective Association. These figures refer only to 
pedestrians knocked down or run over, or to occupants of vehicles killed or 
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injured, but not themselves participants in the blame for the accident. These 
statistics indicate very clearly the danger to pedestrians from motor vehicles. 

The accompanying table gives the fatalities in New York City and in 
New York State, excluding New York City for several years: 


NEW YORK CITY 








Igto Igtr 





Automobile 112 142 
Electric railway 148 109 
211 172 

















NEW YORK STATE 
EXcLusIvE oF New York City 








1913 





Automobile 149 
Electric railway 79 
32 





The rates for insurance indemnifying automobile operators against loss 
through injury and damage suits are not as yet based upon sufficient experi- 
ence to render them stable, and, where jitney buses become more numerous, 
they are being increased. 

In one of the Pacific Coast cities, each of the three bonding companies 
there represented has, since the advent of the jitney bus, refused to issue indem- 
nity insurance for such vehicles, and in another city, somewhat smaller, the 
rates for such policies have been increased from an annual fee of $50.00 to one 
of $250.00. 

At present the rate for a Ford car operated for hire in New York City is 
$150.00 per year. To this sum should be added insurance against damage 
from fire, against damage from collisions, against loss by theft, and against 
judgments obtained by employees. The rates for these kinds of protection 
vary, and while the owner-operator will not need protection against his liability 
as an employer, a little life or accident insurance may be considered a good 
investment. Approximately these risks can be pooled through insurance for 
$200.00 to $300.00 per year. 

Garage expense, cleaning, and inspection may be figured at from $12.00 
to $20.00 per week. This expense will be avoided by owner-operators of single 
cars, but is nevertheless a real outlay which must be taken into account where 
several jitneys are operated by employees. 

The experience of taxicab companies is also of interest. The accompanying 
figures were prepared some months ago by Mr. Benedict Holden, former counsel 
of the Mason-Seamon Taxicab Company operating in New York City. They 
are presented without extended discussion as a contribution to the subject 
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from one closely associated with the operation of automobiles for hire and in 
possession of pertinent information. The Ford town car is the one assumed in 
the accompanying memorandum prepared by Mr. Holden: 


EXPENSES PER MILE 
. Driver’s wages, clothing, and gasoline 


Washing, polishing, and garage attendance 
Running repairs, and mechanical repairs 
Materials for running and mechanical repairs 
Body repairs, painting, upholstering, etc 


ee 


. Light, heat, power, and maintenance 
. Taximeters 


. Injuries and damages 
. Office and supervising salaries 


These figures were based on the assumption that 15,000 miles would be 
run annually per car. If greater mileage were made, certain of the costs per 
car mile would be reduced. Items 1, 2, 3, 5,6, 7,and 12, which amount together 
to about 8 cents per car mile, are fairly constant per car mile, but the other 
items, 4, 8, 9, 10, 11, 13, and 14, are nearly independent of the miles run. If 


a car made 25,000 miles instead of 15,000 miles in a year, the cost per mile 
would be proportionately decreased, or 2.1 cents instead of 3.5 cents as shown 
in the foregoing table. The cost per car mile now becomes 10.1 cents instead 
of rr.5 cents. Eliminating advertising and rent of taximeters, which expenses 
the jitney owner will reduce to a minimum, or avoid entirely, the total becomes 
9.3 cents per car mile. 

To this figure there should be added at least 0.8 cent per car mile for de- 
preciation of the car, so that on the basis of Mr. Holden’s figures a car should 
earn at least 10 cents per mile to pay expenses. 

The following recent estimate on a large car by the manufacturer is given 
as throwing some light on the methods used in figuring costs: : 

Per Year 
Driver’s wages, at $15.00 a week 
Interest on $6,030.00 (being the cost less tires) 
Depreciation (at 10 per cent on $6,500.00) 
Storage (including washing, polishing, and inspection, 
at $20.00 a month) 
Expenditures for repairs 


Making a total of 
and operating charges: 

Gasoline 15 cents a gallon; oil, 30 cents a gallon; and tires, $470.00 a set (8,000 
miles guaranteed), giving an operating cost of $0.0789 a mile. 
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If this car makes eight miles per hour for nine hours each day and operates 
350 days per year, or say 25,000 miles per year, the costs which do not vary 
with the mileage become ro cents, or together with those that do, the cost is 
18 cents per mile. 

Table I (p. 693) summarizes the detailed figures previously referred to. 

8. Fixed charges.—In addition to ordinary operating expenses, the items 
of depreciation and interest are essential parts of the cost of service. 

By far the largest number of jitney buses in service are Ford 5-passenger 
touring cars. These require a minimum investment and appear to be as 
cheaply operated as any cars of their capacity. A new car of this type costs 
about $500.00 at Detroit, and the profit-sharing dividends of this company 
care for a little more than the freight on the average car put into this service. 
The private user receives an allowance on an old car turned in on the purchase 
of a new one which is based on an estimated normal use of 5,000 miles for 
one year. The depreciation to be charged for one year’s use is the 
difference between the cost of a new car and the allowance for a car one year 
old. This difference is approximately $200.00 at the present time, and, 
although price changes may alter this amount, there will doubtless be a 
gradual adjustment by the manufacturer of both the cost of a new car and 
the allowance for an old car which will tend to keep this figure reasonably 
constant. ‘ 

It should be noted that $200.00 is the minimum depreciation and depends 
upon the condition of tires, engine, etc., and of course assumes that the car has 
met with no accident. It is based, as stated above, on an estimated normal 
yearly operation of 5,000 miles. For two years’ operation, or 10,000 miles’ 
operation, the minimum depreciation is about $275.00. It appears that operat- 
ing costs are somewhat higher during the second year, although probably not 
enough so to account entirely for the fact that many companies operating a 
considerable number of cars turn them in each year toward new cars. There 
seems little reason to doubt that, considering the excess of mileage over 5,000 
made yearly by the jitney, the minimum depreciation, whether new cars are 
secured each year or on alternate years, will be $200. oo. 

The interest on the purchase price at 8 per cent is $40.00 per year and 
the annual cost of maintaining the investment is $240.00. Similar figures 
furnished by individual owners of private cars range from $160.00 to 
$225.00. These figures seem to confirm the reasonableness of the estimate of 
$240.00. 

The items of taxes and license fees may be considered together. The 
minimum license fee for state registration is in most cases $5.00. In addition 
to this expense the automobile will in many states be taxed as personal property, 
and, while tax rates vary greatly, $5.00 is probably a minimum amount to be 
estimated for this item of cost. In many communities a license is now required 
to operate a public bus or hack. There is no uniformity of license fees, and no 
estimate can be made as to the amount of the average fee. 
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APPENDIX B 
Data from a southern city, which is believed to represent a typical situa- 
tion, are here shown, and would indicate that the jitney operator is not making 
a profit sufficient to enable him long to continue without the exhaustion of his 
capital. 
TABLE I 
CENSUS OF JITNEY CARS 
February 2, 1915 
ioc gc cecndcideaditsaenenenmencns 714 
Cars operated less than 2 round trips................. 442 
Cars operated more than 2 round trips but less than 4 
RR Re ep eer eae 04 
Cars operated 4 hours or over but less than 8 hours...... 105 
Cars operated 8 hours or over but less than ro hours.... 41 
Cars operated ro hours or over...........--eeeeeee: 32 
714 
TABLE I 
Data For ALL Cars 
OS ee I eae 4,176 
I 35. oo ie kn cme adied cincause ted ehaaiehine 1,670 
Milles operated. ........0ccccccsccccccccccccccececese 23,380 
Speed in miles per hour................-0-.eeeeeeeeeee 14 
EEE reer near ere 18,028 
Increased 20 per cent for short haul, etc.............. 21,634 
No a acacavaaseasdnsecdannons $1,081.70 
Average daily revenue per Car... ......c.ccccccccsccecs 1.51 
Average revenue per trip. .... 2... cece ccc cece cc cceees 0.259 
PN a 5 6nd sc dcvnsincenaacccseccnre 0.648 







TI TI I TI oo bob 5 vc ccccsccccisccceccscs 







For the purpose of arriving at the earnings of cars in the jitney service, 
we have eliminated the 442 cars shown as operating less than two round trips. 
This excludes practically all the cars operated by individuals who, following 
their regular pursuits, haul passengers only during rush hours. Deducting 
these 442 cars, we have the data given in Table III. 











TABLE III 


es cn nein dnkecendachenyiniasanssaas 272 
ER 5. ca a pe mand onincaciendekenes 3,888 
I ik 6 o.oo occccasskncascecate ns 1,551 
III, <6. back cnicccisceccedenanas sais 
NTI, cK vvcancdcccscnascesdacasece 
Passengers carried (including 20 per cent increase) .. .. 











RI caine mace ss ae enki cuwacin wen aa eem neler $1,013.40 
Average daily revenue per car..............22eeeee- 3-72 
IIE CAPE TE GI. oo onc ccciccccceccccscece ©. 26 
Average revenue per hour... ............cccccccccecs 0.653 
I I I ao bn 6c 66 oddscecicacsecsics 0.0465 
a i o.rore hs ee ekese se vdcdenana 5.59 miles 





Average length of half round trip................... i 
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TABLE IV 
SAMPLE CAR PERFORMANCE 
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TABLE V* 








NECESSARY FOR PROFITABLE 
OPERATION 
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$11.03 | $7.50 | $3.53 
14.00] 9.66 4.34 
19.43 | 10.32 Q.1I 
10.80} 6.65 4.15 
15.54 | 10.32 5.22 
15.20] 6.00 9.20 
12.21 | 11.30 0.91 


$14.03 | $8.82 | $5.21 
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112 
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* Table V indicates an average loss per day of $5.21 per car, if account is taken of all charges which 
should properly be made against operation. If, however, only “out-of-pocket” costs are consii 
<i Cl causa On deed 6. 5 cui axe i the expenses for the average car will be $9. II per day, 
which with revenues of $8.82 gives a deficit of only 29 cents per day. 
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It is a well-understood principle of economics that trade between 
two parties, in order to be successful, must be based upon mutual 
benefits. The exchange of commodities between nations has been 
developed on the basis of the one furnishing the other with supplies 
which one of the nations did not produce in sufficient quantity, or 
not at all, and of which the other had a surplus. When the one has 
furnished the other more in value than it has received in return, then 
the difference, commonly known as balance of trade, must be settled 
for with a commodity satisfactory to the creditor nation. Gold 
having a fixed monetary value based upon actual weight and fine- 
ness has formed a satisfactory means for the adjustment of such 
differences. In the evolution of international finance it has, how- 
ever, become a means of last resort rather than of primary useful- 
ness. Gold as a commodity has inherent value for settlement of 
obligations between nations; but on account of the fact that of 
itself it has no particular earning power and is not a convenient form 
of exchange, but expensive to handle, other and more convenient, 
as well as more profitable, means of settlement have been evolved. 
The older nations of the world naturally have reached a state of 
development which has made it possible for them to furnish to the 
newer countries more in commodities than it is necessary for them 
to receive in return. The newer nations, on the other hand, have 
created obligations which have had to be provided for in a manner 
satisfactory to their creditors. In our own development we have 
consequently found it necessary to give to the Old World our 
promise to pay at a future date. This has been done by means of 
the issuing of securities. A great deal of foreign capital was loaned 
to the farmers of the United States, who, in turn, secured the lender 
by giving mortgages on their property. 

As our country developed we found it necessary to finance pub- 
lic undertakings, and here again we gave to the European creditor 
obligations in the form of municipal, state, or government bonds. 

696 
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As our industries began to grow, foreign investors took from us 
stocks and bonds issued by our railroads and our manufacturing 
concerns. According to figures recently issued by the Chief of the 
Bureau of Foreign and Domestic Commerce, in Washington, it is 
estimated that the United States of America owes no less than 
$7,000,000,000, distributed among the great creditor nations as 
follows: 


On the other hand, European securities are to some extent held 
by American citizens. This is due to the fact that many of our 
citizens of means, being natives or descendants of natives of some 
European country, and knowing the stability and security of cer- 
tain investments, prefer to hold at least a portion of their wealth 
in this form. Making allowance for this offset, our net obligations 
to Europe at the outbreak of the war of 1914 were estimated as 
having been at that time at least $6,000,000,000. The importance 
of these figures, of course, lies in the fact that if at any time the 
European investors are in immediate need of funds, vast quantities 
of American securities are likely to be thrown upon the open market. 
This is what actually took place for a week or ten days prior to the 
declaration of war, which naturally resulted in a panic on the New 
York Stock Exchange and was reflected by similar occurrences in 
all of the financial centers of our country. 

The market value of American securities went lower and lower 
and the means of making payment daily became more difficult, so 
that it was found necessary to close the Stock Exchange entirely. 
Our total demand obligations resulting from these security sales 
were estimated in August, 1914, all the way from $350,000,000 to 
$500,000,000, which would indicate that only 6-8 per cent of 
American securities held abroad were disposed of by the European 
holders at that time. The thought, therefore, of what might take 
place, were this unloading permitted to continue, was sufficient to 
fill all concerned with consternation. It must be taken into con- 
sideration further that by our system of banking under our national 
bank law it had been made necessary for us to create obligations 
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in Europe, more particularly in London, covering importations from 
practically all parts of the world. These, of course, we had been 
meeting largely by the export of our own products. Such export, 
however, was immediately brought to a standstill because of the 
lack of shipping facilities. Definite figures as to the amount of our 
obligations of this character are not at hand, but those familiar with 
the situation estimated them on August 1 to be approximately 
$250,000,000. In addition, there were outstanding obligations on 
the part of the city of New York amounting to approximately 
$80,000,000. This amount had been borrowed abroad by the city 
of New York against short-time notes, maturing before the end of 
the year 1914. It can therefore readily be seen that the financial 
interests of our country were placed in a position where they had 
to meet a situation of stupendous proportions. As a result of this 
condition the demand for exchange on the European financial cen- 
ters became so great that rates rose to unprecedented heights. 
Sterling exchange, having a par value of $4.8666, was dealt in at 
prices as high as $6.50 and in several isolated cases even at $7 per 
pound sterling. 

Our government, realizing the seriousness of the situation, 
called a conference of the leading men of our nation interested in 
foreign trade and finance. This gathering was held in Washington 
under the chairmanship of Hon. W. G. McAdoo, secretary of the 
Treasury, on August 14, 1914. Committees on transportation, 
insurance, and foreign exchange were appointed. Upon recom- 
mendation Congress passed a bill creating a Bureau of War Insur- 
ance, under the administration of the Department of Commerce. 
Legislation with regard to the establishment of a merchant ma- 
rine was enacted and a modification of the regulations governing 
American-owned vessels, flying the American flag, was secured. 
This soon resulted in a movement of our foodstuffs, which were 
wanted in large quantities by the belligerent nations. 

In addition, Great Britain and France sent their own vessels for 
these commodities. A settlement of our obligations in this manner, 
however, was naturally a slow process and London, in particular, 
was demanding gold. It was, of course, agreed by all concerned 
that our credit must be maintained. Some, however, took the 
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position that only obligations past due, or of a maturity in the not 
distant future, should be provided for, their contention being that 
the stocks and bonds which had been unloaded on our markets 
and were taken by us under compulsion were not yet due, and that 
although we were perfectly willing to pay for them we must be 
allowed reasonable time to make payment, not in gold, but by the 
shipment of commodities. Banking institutions had undertaken 
to make shipments of gold to London on their own account, but the 
ship carrying this precious cargo returned to America without hav- 
ing reached a European port. The resourcefulness of Great 
Britain, however, was soon demonstrated. Our government, as 
well as our financiers, were soon advised that gold shipped to 
Ottawa, Canada, and there delivered to the Treasury Department, 
could be accounted for by a counter-credit in London in pounds 
sterling at the market value. This resulted in a considerable move- 
ment from American banking institutions to Ottawa. 

Still the demand for more of the metal continued. As a result, 
the Secretary of the Treasury called a conference of the leading 
bankers of the nation, which was held in Washington under date 
of September 4, 1914. Mr. James B. Forgan, president of the First 
National Bank of Chicago, proposed the formation of a gold fund 
of $150,000,000, to be subscribed by the banks of our country, 
especially those located in reserve and central reserve cities, of 
which amount $25,000,000 was to be deposited immediately in the 
depository of the Bank of England in Canada, each bank contribut- 
ing to be given a participation deposit receipt. The remainder of 
the subscribed amounts was made subject to call by a committee 
of New York bankers appointed by the New York Clearing House 
Association. This committee was also charged with the duty of 
handling the fund, fixing the price at which foreign exchange was 
bought and sold, and was authorized to make requisition from time 
to time upon the respective contributing cities through local com- 
mittees for the appointment of which provision had been made. 
The said local committees were given the supervision in their 
respective cities of the shipments and general withdrawals of gold. 
The Federal Reserve Board was requested to take the necessary 
steps to ascertain the amount of gold which would be subscribed 
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by the banks throughout our country and to use its influence to 
have the said banks contribute their proper pro rata. 

The members of the committee which formulated this scheme 
or plan were James B. Forgan, Chicago, chairman; S. Wexler, of 
New Orleans; Benjamin Strong, Jr., of New York; Thomas P. 
Beal, of Boston; and L. L. Rue, of Philadelphia. The committee 
appointed by the New York Clearing House Association consisted 
of the following: Albert H. Wiggin, chairman; William Woodward, 
J. S. Alexander, Francis L. Hine, Benjamin Strong, Jr., and F. A. 
Vanderlip, all of New York City. 

This committee, under date of September 19, 1914, recommended 
that the amount of the gold fund should be made $100,000,000, 
instead of $150,000,000, as originally proposed, since the New York 
banks had in the meantime made arrangements to take care of the 
$80,000,000 maturing New York City warrants already referred to. 
Of the $100,000,000, however, $25,000,000 was to be made imme- 
diately available. Under date of September 22, 1914, this com- 
mittee decided that the New York banks should contribute 45 per 
cent of the total amount, or $45,000,000, and the balance was 
apportioned as shown in Table I. 


TABLE I 


SUBSCRIPTIONS TO THE GOLD FuND 
COLORADO: 
Pueblo 
$1,100,000 
CALIFORNIA: 


San Francisco 
4,250,000 


District oF COLUMBIA: 
759,000 


GEORGIA: 


600,000 
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$16,000,000 


MISSISSIPPI: 
Bay St. Louis 
MASSACHUSETTS: 


1,249,710 


2,249,710 


150,000 
5,000,000 


45,155,000 


3,811,000 


1,500,000 


PENNSYLVANIA: 
Philadelphia 
Pittsburgh 


1,346,650 
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UTAR: 
Salt Lake City 
VIRGINIA: 
Richmond 


WISCONSIN: 


$108,929,360 

It was realized, however, that before all of the machinery could 

be put into working order considerable time would be required. 

It was consequently decided that nine of the leading New York 

banks should immediately deposit an advance instalment of 
$10,000,000 gold, which was done as follows: 

Chase National Bank.... $1,000,000 National City Bank..... $2,000,000 

National Bank of Com- Hanover National Bank.. 1,000,000 

Guaranty Trust Co 1,000,000 


First National Bank..... 1,000, Central Trust Co 
National Park Bank Bankers Trust Co 


This amount the committee at once shipped to Ottawa, securing 
credit for it in London. This made it possible for the committee 
immediately to supply demands, which was done under the follow- 
ing rules and regulations: 

1. All applications must be on forms which will be provided by the com- 
mittee, which has arranged for quarters at the New York Clearing House, 
where such forms may be obtained. 

2. All applications must be made before 12:00 M. each day and must be 
accompanied by a detailed explanation of the purposes for which the exchange 
is required. No applications will be received on Saturdays. 

3. The committee will meet each day (Saturdays excepted) at 3:30 P.M. 
to consider applications, which, to the extent granted, will be at fair rates for 
the day, as may be determined by the committee. 

4. The committee reserves the right in sole discretion to reject any or all 
applications, or to allot a reduced amount, or to change the method of fixing 
its rates. 

5. For the present the committee will not consider applications for cable 
transfers in amounts of less than £1,000, but applications from all parts of the 
United States will be received. 

6. Payments for exchange must be made by certified checks drawn to the 
order of ‘‘Gold Fund Committee” on New York banking institutions upon 
acceptance of allotment and prior to delivery not later than 10:30 A.M. the 
following day. 
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7. No brokers will be used by the committee and it will be its endeavor 
to sell exchange directly to those having payments to make abroad without 
intermediaries. 

8. Such profits as may be realized after payment of necessary expenses are 
to be prorated among all the institutions which contribute to the fund. 

Those who were familiar with financial conditions abroad 
realized that England’s demands for gold were based on sentiment 
rather than upon actual needs. Mr. Forgan, in proposing the 
formation of the gold pool, expressed it as his opinion that when 
it became known that gold was actually available, little would be 
called for. This view was justified by the actual results. 


GOLD FUND 


On September 30, 1914, nine New York banks paid in to the Gold Fund 
Committee $10,004,221. 76, which was turned over to the following banks to 
be converted into sterling, for the use of the Gold Fund Committee: 


$ 5,004,221. 76 


Bankers Trust Co.: 
$3,600,000 coin 9/10 fine= 193,487.89 
oz. at 76s. ofd. £ 735,657. 1.8 
$1,404,221.76 bars 11/12 fine= 
74,104. 181 oz. at 77S. 6d. 287,153.14.0 


£1,022,810.15.8 
Paid and charged to expense the 
following in connection with above: 
$ 204.75 
Premium gold bars... 561.69 
Express and insurance. 3,753.30 


$4,519.74 
National City Bank: 


$5,000,000 coin 9/10 fine= 268,733 oz. 
at 76.0 1s. 2d £1,021,748.19.8 


Total proceeds in sterling £2,044,559.15.4 


Paid and charged to expense the fol- 
lowing in connection with above: 


Express and insurance. 3,750.00 
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This is all the gold which the committee actually shipped to Canada for 
account of the Bank of England. Of this total of £2,044,559.15.4, to which 
must be added £2,115.0.5 interest earned on balances in London, only 
£718,850. 14.3 was disposed of to applicants. The remainder, £1,327,824.1.6, 
had to be sold through other channels, principally in the open market. 

The total amount of gold shipped was $10,004,221.76, which 
resulted in a credit in London of £2,044,559.15.4 at an average rate 
of $4.8933. To this must be added $10,285.33, interest earned, or 
£2,115.0.5. This total of £2,046,674.15.9, was disposed of at 
an average rate of $4.9135, or $10,056,307 .00, resulting in a profit 
on exchange amounting to $41,799.91. 

To this must be added interest on gold fund balances kept with 
New York banks amounting to $25,010.48, making a total income 
of $66,810.39, from which must be deducted the amount of 
$16,542.67, the amount of expenses incurred, leaving a net profit 
resulting from all of the operations of the fund of $50,267.72, or 
$1.84 per thousand on the total amount actually contributed, 
$27,232,340.00. 

The total expenses of the administration of the gold fund have 
been $16,542.67, of which $11,205.81 was cost of transporting gold 
to New York and Ottawa, and the balance was for cablegrams, 


clerk hire, printing, stationery, postage, and like items. No fees 
have been paid to any member of the committee and Messrs. White 
& Case, who acted as counsel, declined any compensation. 

Of the total amount subscribed, $108,929,360, only the first 
instalment of 25 per cent was called for under date of October 14, 
1914. The repayment of this amount was effected as follows: 


Total amount subscribed $108,929,360 


First instalment of 25 per cent called October 
14, 1914 $27,232,340 


First repayment of 10 per cent on 
first instalment made October 
$2,723,234 


2,723,234 


2,723,234 8,169,702 
$19,062,638 
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Balance due subscribers repaid February, 1915, as follows: 
1. By federal reserve bank, New York, check to the order 
of contributor $ 7,658,295.75 
. By federal reserve bank, New York, check to the order 
of contributor’s New York correspondent 9,827,420.75 
. By transfer of gold through Sub-Treasury 1,576,921. 50 


$19,062,638 .00 


The committee’s checks for profits due subscribers were for- 
warded March 12, 1915, aggregating 50,267.72 
Applications received by the committee were as follows: 
£1,633,060. 17.6 
For cables 1,522,830. 3.4 





£3,155,891. 0.10 








Allotments were made as follows: 


97 £1,496,811. 4. 1 
31 1,441,830. 3. 4 
7. 5 





128 =—6£2,938,641. 








While only the following were finally accepted and completed: 
£ 752,063. 1. 5 
1,294,611.14. 4 





£2,046,674.15. 9 








£ 752,063. 1. 5  3,707,162.14 
1,294,611.14. 4 6,349,144. 86 





£2,046,674.15. 9 $10,056,307.00 








Of these, however, only 63, with a total of £718,850.14.3, were 
applications, the remaining 9, with a total of £1,327,824.1.6, were 
other and open-market transactions. 

It is not practicable to state how much of the gold fund was made 
use of by the different states. The headquarters of the committee 
being in New York, applications were necessarily received there, 
and in almost all instances were made through New York 
correspondents or representatives. It would not be possible to 
ascertain for whom the exchange was intended. It is, of course, 
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known that much of it was for other sections of the country than 
New York. 

It should be added in conclusion that although the Gold Com- 
mittee shipped only $10,004,221.76 to Canada for account of the 
Bank of England, banking institutions in the United States of 
America shipped gold on their own account, so that the total gold 
movement from our country to Ottawa is estimated at $100,000,000 
to $125,000,000. Exact figures are not available, inasmuch as the 
Canadian government considers the matter a secret to be divulged 


only by the Bank of England. 
Joun J. ARNOLD 
First NATIONAL BANK 
Cuicaco, IL. 





THE MOVEMENT FOR PUBLIC LABOR EXCHANGES 


Our experience with employment-office legislation makes an 
interesting commentary on the work of reformers and social work- 
ers during the last decade of the nineteenth century and the first 
decade of the twentieth. ‘Bring manless job and jobless man 
together” and “eliminate fraudulent private labor agencies’”’ were 
the cries which carried this legislation through the legislatures. 
But no one save political workers thought it worth while to concern 
themselves with the methods of conducting public employment 
offices and selecting the officials to administer the laws. Every 
period of widespread unemployment brought renewed agitation 
for such labor exchanges and many laws were enacted by states 
and cities. Yet the result of a quarter of a century of such effort 
is thus summarized by an investigator for the United States Com- 
mission on Industrial Relations: 

The public employment offices of the United States as a whole are issuing 
inaccurate statistics. They are slipshod in recording information about 
employers and employees. They cater too much to casual laborers and the 
down-and-outs, thus driving away the better classes of workers. Too many 
are poorly housed and insufficiently lighted and ventilated. They fail to 
supplant private labor agencies or to lessen their exploitation of the workers. 
They do not exchange information with one another, even when closely located. 
They fail to bring themselves to public attention either by advertising or other- 
wise. Their superintendents are inactive and they have failed to arouse 
public interest in their work. 


The gap between man and job yawns as wide as ever, and the 
“employment sharks”’ thrive as before. 

It was in 1890 that Ohio created the first public employment 
offices in this country. Since then such offices have been estab- 
lished in 25 other states and they are now in operation in about 80 
cities. Besides these the United States Bureau of Immigration 


* The unusual amount of unemployment during the last winter caused many 
cities to open employment offices. Most of these, however, were of a temporary 
nature and were primarily registration agencies for the unemployed. They did little 
business in placing workers. The states in which public employment offices are known 


797 
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has maintained a labor distribution agency in New York since 
1907, and recently the offices of the bureau throughout the country 
have undertaken to act as free employment offices. Most of the 
offices were created by state laws. In California, New Jersey, 
Oregon, Pennsylvania, and Washington they are municipal enter- 
prises, although attempts are being made in all these states to 
establish state systems of labor exchanges. They represent an 
expense to the states and cities of about $300,000 annually, and 
according to their reports they fill about 500,000 positions a year.’ 

When these reports were investigated, however, it was found 
that in most of the offices the fact is not verified whether the person 
sent to an employer actually secured employment. Applicants 
who were merely referred to employers were assumed to have 
secured positions, although the common experience is that a very 
large proportion of them do not get work. In some cases positions 
were counted as filled, even when it was known that the applicants 
referred were not placed. In some states, as in Maryland, Nebraska, 
and West Virginia, the employment-office business is conducted by 
the labor department mainly on the mail-order plan, and amounts 
to very little. In Montana the state law requires five cities to 
conduct employment offices, but practically no business is done. 
The work in most of the offices is still in a primitive state, without 
plan or system, and their main activity is with the lowest grades of 
unskilled labor—those who do odd jobs. 

During the last few years, however, improvements have been 
inaugurated in some of the public employment offices which bid 
fair to revolutionize the work in all of them and establish them on 
an adequate and efficient basis. Massachusetts led the way in 
1907 with an intelligent system of records and an efficient business 


to exist either by state law or by municipal ordinance are Arizona, California, Colorado, 
Connecticut, Illinois, Indiana, Iowa, Kansas, Kentucky, Maryland, Massachusetts, 
Michigan, Minnesota, Montana, Missouri, Nebraska, New Jersey, New York, Ohio, 
Oklahoma, Oregon, Pennsylvania, Rhode Island, Washington, West Virginia, 
Wisconsin. South Dakota has a statute which makes every county clerk’s office 
an employment agency, but little has been done with it. 


See also “Public Employment Offices in the United States,” Appendix III, 
Third Report of New York Commission on Employers’ Liability and Unemployment, 
1911; and Bulletin No. 109, U.S. Bureau of Labor Statistics. 
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organization.’ Wisconsin followed in 1911, adapting these to its 
own needs and adding an improved method of selecting the office 
force and a joint committee of employers and workers to advise in 
the management as well as to insure impartiality in labor disputes.’ 
Ohio in 1914 took a further step when in conjunction with the city 
of Cleveland it established vocational guidance and protection 
bureaus for children and immigrants in connection with the State- 
City Labor Exchange. The leading offices in these states are con- 
ducted in an efficient and business-like way, improvements are 
constantly sought, and an effort is made to bring the smaller offices 
up to the same level of efficiency. There are individual offices, 
such as those in Tacoma, Washington, and East St. Louis, Illinois, 
which are also well conducted. Within the last year New York 
City has established a municipal employment bureau on a bold, 
business-like scale, and the state of New York is now organizing 
a system of labor exchanges according to the most approved 
methods. In all of these offices attention is given to the relation 
of employment offices to the problem of unemployment as a whole. 
In California, Illinois, Pennsylvania, Washington, and other states 
bills are now before the legislatures to establish bureaus of employ- 
ment for conducting public employment offices according to the 
principles and methods worked out in the most advanced states. 
The success in a few states has been due to the transfer of 
emphasis from general principles to methods of administration. 
The principles underlying public labor exchanges were known in 
this country in 1890, but nothing like a set of administrative prin- 
ciples was developed among them until very recently and there is 
still no uniformity in their methods, no co-operation among them, 
and few definite policies of management. Laws creating new 
employment offices rarely considered the failures and dangers 
developed by experience. Advocates contented themselves with 
establishing the principle of the labor exchange. This has been 
true generally of state laws, and it is true of the proposals for 


* Annual Reports, State Free Employment Offices, Massachusetts Bureau of 
Statistics, 1907-14. 

2 Bulletins of Industrial Commission of Wisconsin, Vol. II, No. 9; Annual Reports 
of Milwaukee Commitice on Unemployment; and Report on Allied Functions, 1914, p. 40. 
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federal laws advanced by such organizations as the American 
Association for Labor Legislation and the North American Civic 
League for Immigrants.’ It is also true of the recently promul- 
gated plan of the United States Bureau of Immigration. 

The principle of a labor exchange has been excellently illus- 
trated by the manager of an employers’ labor bureau in Indian- 
apolis: 

These bureaus are [he said] what our Soldiers’ and Sailors’ Monument was 
to the travel-stained carpenter who recently applied for a job to a contractor 
engaged in building some houses in a suburb of Indianapolis. In answer to the 
contractor’s query, “How far have you come ?” the man replied, “I’ve walked 
from the Soldiers’ Monument,” explaining that he had spent his last penny in 
reaching its summit, where he could obtain a view of the surrounding country 
in the hope of locating new work in the course of construction. Like the 
monument, these bureaus are “pinnacles of observation,” constituting the 
shortest cut between supply and demand. 


But it is easy to say that the monuments shall be built; it is quite 
another thing and 2 much more difficult task to erect them so that 
they will actually stand up and serve the whole community as 
“pinnacles of observation. 

Recent experience has shown ‘that the essential administrative 


99 


machinery required to make a state or a national system of labor 
exchanges successful must include: 


1. A civil service provision that will make tenure of office secure for every 
member of the staff, including the director, that will eliminate the incompetent 
political worker and attract capable people to make a career of employment 
in the service. 

2. A joint committee of representative employers and workers to advise 
in determining all policies of management, and to assist in the selection of the 
staff under civil service, so that they may have confidence that the members 
of the staff will conduct the work impartially as between capital and labor. 
The members of the committee should be designated by the interests which 
they are chosen to represent. 


t See Murdock Bill, H.R. 16130, 63d Congress. Several other bills for establish- 
ing federal employment bureaus were introduced in this Congress. None of them 
made adequate provision for proper administrative methods and policies, in the light 
of the failures of state laws. None of them was adopted by Congress. 

2 For a detailed discussion of the principles of practical administration of public 
employment bureaus, see Political Science Quarterly, March, 1914, p. 28. 





THE MOVEMENT FOR PUBLIC LABOR EXCHANGES 711 


3. An accurate and reliable system of records designed to show quickly 
and completely the character of the work of the offices and to furnish authori- 
tative statistics on the problem of unemployment. 

4. Uniform methods and records for the whole system of exchanges and 
co-operation and interchange of information among the offices, so that com- 
parisons could be made easily and labor transferred quickly from place to 
place through the offices. 

These essential administrative requirements cannot, of course, 
be absolutely insured, but no bill ought to be sponsored—least of 
all by organizations of social reformers—that does not contain 
these provisions. They have been developed in the states which 
are successfully conducting public employment offices, sometimes 
in spite of the laws, by strong personalities, and failure has resulted 
invariably where they have not been made a part of the manage- 
ment. It is disconcerting, to say the least, to see students and 
organizations continuing to advocate before legislatures bills which 
do nothing more than establish the general principle' of labor 
exchanges, when this is now recognized in more than half the states, 
and when the greatest need is to work out methods of effective 
administration. Under exceptional circumstances such laws might 
become effective, as when administered by powerful and enthusias- 
tic personalities; but ordinarily they result only in dismal failures, 
discreditable to the whole movement. It were much better to have 
no new legislation at all than to enact laws now that do not contain 
the proper administrati shfeguardg 

Fortunately for the movement for public labor exchanges 
there has appeared within the last few years a class of adminis- 
trators in our labor departments who on account of their positions 
within the management have been forced to devote their main 
attention to the study of qnethods rather than to the principles of 
labor exchanges. It is une to note that many of these are 
former social workers, or men who would formerly have gone into 
settlement, or charity work, or have been employed by general 
social or philanthropic organizations. This, by the way, is a most 
significant development in administration of labor laws; it is 
rapidly growing and it promises to revolutionize and to make more 


* Hearings before Committee on Labor on bill for National Employment Bureau, 
H.R. 17017, Part 3, July 13, 1914. 
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energetic and effective all our government work by introducing 
into the public departments trained people who formerly contented 
themselves with disclosing facts, agitating for reforms, and egging 
political appointees on to improve administration. 

An important forward step was taken in the winter of 1913 
when representatives of public employment offices from nine states 
and three Canadian provinces met in Chicago and organized the 
American Association of Public Employment Offices. Its purpose, 
as stated in the constitution, is “to improve the work of public 
employment offices, to secure co-operation and closer connection 
between them, to promote uniform methods, interchange informa- 
tion and reports, and to secure a proper distribution of labor 
throughout the country.” The members of the Association are 
those employed in the employment offices operated by states and 
cities. They have seen the need and they have created a vol- 
untary agency to do what the federal government ought to be doing. 
A second meeting of the Association was held in September, 1914, 
at Indianapolis, eleven states, the District of Columbia, and 
Canada being represented. The character of the meetings may 
be gathered from the subjects discussed: “What Is the Matter 
with Our Free Employment Offices?”; ‘‘The Wrong Way to 
Conduct a System of Public Employment Offices’; ‘How to 
Organize a State System of Public Employment Offices”; “How 
to Select and Train an Office Force for Public Employment Offices’’; 
“A Record System for Free Employment Offices’’; “The Handling 
of Casual Workers ... .”; “A Plan for Gathering and Distrib- 
uting Harvest Hands in the Grain States.” 

It will be noted that the main emphasis is on methods and 
policies of administration. Zest, interest, and improvements in 
the work of the offices in many states are being brought about by 
the Association. This function may indeed be a permanent one 
of the organization, but its other objects will never be properly 
accomplished until undertaken by the national government. The 
Association, however, is a step in that direction. At the last meet- 
ing two important committees were appointed: one a committee on 
standards to devise and report a uniform system of record-keeping, 
the other a committee on legislation to urge on state legislatures and 
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the federal Congress legislation that embodies the approved admin- 
istrative measures. A resolution was passed calling on the national 
government to establish a federal bureau for the purpose of co- 
ordinating and standardizing the work of state and local public 
employment offices.” 

Growing directly out of the work of the American Association 
of Public Employment Offices has come the organization of the 
National Farm Labor Exchange. Following the discussion of 
“A Plan for Gathering and Distributing Harvest Hands” at the 
Indianapolis meeting, a call was issued for a Conference on Harvest 
Hands to which representatives of public employment offices, 
agricultural and labor departments, railroads, and farmers’ organ- 
izations of the grain states were invited. The conference met in 
Kansas City in December, 1914, and a temporary organization was 
effected. A second meeting, at Omaha in February, 1915, made 
the National Farm Labor Exchange a permanent organization and 
adopted plans for the co-operation of the officials in the grain states 
with the federal government and the state employment bureaus in 
handling the immense army of harvest hands needed in the summer. 
The Farm Labor Exchange will maintain central offices at Kansas 
City, Sioux City, and possibly Minneapolis to organize the dis- 
tribution of harvest hands. The plans of gathering information 
regarding demand used by the labor departments of Oklahoma and 
Kansas will be spread to the other states, and with the assistance 
of the federal government and state employment offices it is hoped 
in time to control the supply of men who go to the harvest fields, 
and thus to prevent overcrowding and undue hardship. 

These movements for efficiency, uniformity, and co-operation 
among the public employment offices have been carefully studied 
by the United States Commission on Industrial Relations which 
is to report the results of its work to the next session of Congress. 

In order to ascertain public opinion upon this subject the Commission had 
its staff prepare a tentative proposal for a national system of labor exchanges. 


Printed in pamphlet form, this proposal was submitted to persons and organ- 
izations interested in the subject throughout the nation. Many helpful 
* Reports of the last meeting will be found in the Monthly Bulletin of the Penn- 


sylvania Department of Labor and Industry, Vol. I, No. 6, November, 1914; and 
in the Survey for August 29,1914. The complete proceedings will shortly be published. 
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criticisms and suggestions were received from employers, workmen, trade 
unions, employment agents, public officials, and private citizens. The con- 
sensus of opinion is that legislation of this kind is an immediate necessity. 


The plan proposes to establish a Bureau of Employment in the 
Department of Labor, which would co-operate with state and 
municipal employment offices, regulate private labor agencies 
doing an interstate business, standardize the work of all labor 
exchanges and unite them into one national system. It is not 
intended that the federal government itself shall establish a chain 
of employment offices, but rather that it shall improve, co-ordinate, 
and standardize the work of the existing exchanges and those that 
may hereafter be created. The essential administrative measures 
described above are included in the plan, and it is proposed to 
encourage and assist state and local authorities to adopt these 
measures in their offices.? This idea that the federal government 
should not itself establish local employment bureaus, but should 
merely act as a regulating, standardizing, and co-ordinating agency, 
is a distinctly forward step in line with American experience and 
with the recommendations of the American Association of Public 
Employment Offices. Discussions of national labor exchanges and 
the bills recently introduced in Congress have overlooked this most 
important point. 

While it is generally conceded that public employment offices 
need to be standardized and united into a national system, there 
is considerable opposition to the movement that rarely comes out 
in the open. The opposition comes from some of the strongly 
organized employers’ associations and from highly organized skilled 
trades. It is an opposition that is based on misconceptions and is 
not likely to prevail. The employers’ associations have organized 
central employment bureaus of their own in many cities and they 
find these most effective weapons in fighting organizations among 


* First Annual Report of the United States Commission on Industrial Relations, 
Washington, D.C., 1914, p. 55. Copies of the printed proposals may be secured from 
the secretary of the Commission. 

2 Multigraphed revisions of the tentative proposals have been distributed by the 
Commission. 

3 Compare Hearings before Committee on Labor on Bills for National Employment 
Bureau, H.R. 16130, June 5, 1914, Parts 1 and 2; also Supplement to New Republic, 
December 26, 1914. 
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their employees. They therefore do not want them supplanted. 
Strongly organized trade unions, on the other hand, themselves 
serve as employment offices for their members, and they fear that 
public offices might tend to weaken their organizations. 

But, on the one side, far-seeing employers are recognizing that the 
movement for public labor exchanges is inevitable as an efficiency 
measure which will organize the labor market on a modern, business- 
like basis, as other markets have been organized; and they take 
the position that since we are sure to have public labor exchanges 
they had better co-operate and see that the offices are efficiently 
conducted. On the other side the workers in the unorganized and 
weakly organized trades see in this movement an attempt of the 
government to help them by organizing the search for work. Even 
among the skilled trades, union men are beginning to see that the 
alternative to a national system of labor exchanges is not an ideal 
condition in which the unions find work for all their members and 
thus protect themselves against the competition of unorganized 
and immigrant workers. The real condition is that private labor 
agencies and the increasing number of employers’ labor bureaus 
are entirely uncontrolled in placing these people, and it works out 
most disadvantageously both to union and to non-union workers. 
They are, therefore, demanding that the government shall conduct 
the labor exchanges and give them an equal share with employers 
in the management, and thus insure impartiality. More and more 
of the state federations of labor are taking this view and they are 
urging their views on the legislatures. 

It may be noted in passing that the same kind of opposition 
was encountered by the European labor exchanges in their early 
stages, but experience removed it and resulted in the formation of 
joint committees of employers and workers to assist in the manage- 
ment of public offices. In the highly organized trades the practice 
has developed of including a provision for an employment exchange 
in the trade agreements between employers and employees. These 
are conducted by representatives of both sides and very often they 
maintain their offices in connection with the public labor exchanges." 

* Appendix II, New York Commission on Employers’ Liability and Unemploy- 


ment; also Quarterly Journal of International Association on Unemployment, III, No. 
3, July-September, 1913. 
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This is a development which may reasonably be expected in this 
country as soon as a national bureau of employment succeeds in 
establishing the work of the public employment offices on an 
efficient basis. 

In concluding, a significant tendency may be.noted showing 
that labor exchanges are gaining in public favor and esteem. Until 
very recently they were called in this country “free employment 
offices,” and were considered by the public largely as more or less 
charitable institutions. Now there is a strong tendency to sub- 
stitute the word “public” for the word “free.”” The New York 
law calls its exchanges public employment offices, and the New York 
City office is known as the Public Employment Bureau. Most of 
the bills now pending before the state legislatures have also dropped 
the use of the word “‘free.”” It was just so with our school systems. 
They were at first known as “free schools” and were then considered 
largely as charitable institutions. When they became generally 
used they became “public schools.” The movement for public 
labor exchanges has now acquired such a momentum that the word 
“free” is rapidly being eliminated and public employment offices 
are patronized by all classes of workers." 

WILLIAM M. LEISERSON 


AMERICAN ASSOCIATION OF PuBLIC EMPLOYMENT OFFICES 
Mapison, WIs. 


* Other references that may be valuable to the student, not mentioned above, are: 
Report of Mayor’s Commission on Unemployment, Chicago, March, 1914; American 
Labor Legislation Review, IV, No. 2, May, 1914; Commission of Immigration and 
Housing of California: Report on Unemployment, Supplement to First Annual Report, 
December, 1914; Chicago Municipal Markets Commission: Report on a Practical 
Plan for Relieving Destitution and Unemployment in the City of Chicago, December 28, 
1914. 
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WASHINGTON NOTES 
MEMBERSHIP OF STATE BANKS IN THE FEDERAL RESERVE SYSTEM 


The Federal Reserve Board has prepared and issued regulations (Cir- 
cular No. 14, 1915) relating to the membership of state banks in the 
federal reserve system. Provision is made for the entrance of state banks 
into the system at the Board’s discretion, upon application, subject to 
various restrictions and conditions of examination. The two outstand- 
ing points in the circular are that it permits the withdrawal of state banks 
which may have become members, under specified conditions; and that 
it permits such state banks as become and continue members to exercise 
their statutory and charter rights after entrance into the system just as 
before. This means that they may continue to loan on real estate 
security without reference to the restrictions imposed upon such loans 
under the National Bank act, although the regulations provide that a 
state bank which becomes a member shall invest in such loans only to 
an extent which will not impair its liquid condition. The terms of the 
circular have been under consideration by the Board more or less con- 
tinuously ever since the organization of the federal reserve banks, and 
are the outcome of many consultations with bankers and experts. Legal 
advice, also, has been sought in numerous quarters. The opinion of the 
Advisory Council of the federal reserve system was obtained at its recent 
meeting in Washington, and was unanimously to the effect that the 
privilege of withdrawal should be granted to state bank members, and 
that the making of loans on real estate security should be permitted to 
continue under reasonable conditions. This also has been the practically 
unanimous view of officers and directors of federal reserve banks whose 
opinion has been asked, as well as of others interested in the matter. 
The Board has, it is understood, had before it many legal opinions, 
including those of the counsel of various federal reserve banks, and these 
have been in favor of the position taken in the new circular and regula- 
tions. While the interpretation of the provision of the Federal Reserve 
act concerning membership of state banks offers considerable difficulty, 
it is believed that the plan now proposed complies with the requirements 
of the law. 

717 
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The question whether the admission of state banks with power to 
continue their real estate loans, and with permission to withdraw, places 
them in a position of advantage which might subject the national banks 
to unduly severe competition, has been widely discussed, but it is thought 
that if such a danger exists, it can be largely avoided by exercising ade- 
quate care with reference to the admission of banks to membership. No 
banks will be admitted unless they are sufficiently strong and well 
managed to insure their being effective working members of the system, 
conducting their business upon a high plane, and observing all the require- 
ments of sound management. While it is not intended to duplicate state 
examinations more than necessary, or to impose an undue burden of 
expense upon member banks, the Board’s supervision is expected to be 
such as to insure the maintenance of stable and generally uniform con- 
ditions of competition among all the banks of the system, whether state 
or national. The circular and regulations provide for reliance upon state 
bank examinations to the fullest extent that is possible, and for the 
making of co-operative arrangements between state and national 
authorities with reference to such examinations. This will lessen the 
expense of overseeing the system, and will remove the possibility, which 
might otherwise exist, that state banks might be constantly under 
examination by various classes of examiners. 

There has been no effort to forecast the number of banks that will 
probably enter the system in the near future under the provisions of the 
circular and regulations. The Board states in its circular that it is more 
concerned with the quality of the members than with their number; and 
it is prepared to see a slow, steady increase in the number of banks, each 
institution admitted being granted membership only upon satisfactory 
evidence that it will be a source of strength to the system. 

It is probable that state bankers who have what to them seems good 
ground for postponing of action will continue to find reasons for delay 
for some time to come, and will not bestir themselves to join the system 
until a fresh motive is afforded to them for so doing. If the rediscount 
plan operates as it is expected to, state banks will get the benefit of it 
indirectly by finding themselves able to dispose of their paper on favor- 
able terms in the open market without necessarily going to a federal 
reserve bank for accommodation. It is rather to be expected that the 
motive tending to lead state bankers to enter the system will be found 
in the clearing function. If the clearance provision in the Federal 
Reserve act proves successful, it may be expected that business will be 
transferred to the member banks by those who will appreciate the 
immense advantage open to them as a result of the provisions freeing 
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them from the conditions to which they have heretofore been subjected 
in regard to domestic exchange. It will be imperative for state banks 
to place themselves upon as good a foundation for appealing to the public 
in this regard as that upon which the member banks rest. The early 
entry of state banks into the system depends in a very large measure on 
the way in which the clearance feature is handled, and the extent to which 
the clearing function is developed by the federal reserve banks. 

Another question of longer range, and of equally great moment, is 
this: Will the federal reserve system tend to enlarge the national system 
of banking, or to limit it? In other words, will the future of state 
institutions under the Federal Reserve act be a future of gradual con- 
version into national banks, or will the state institutions find their ranks 
gradually enlarging until ultimately the banking system of the United 
States consists of a body of banks organized under state law and federated 
together in twelve federal reserve institutions, the national banks being 
either extinct or on the road to extinction? In much of the banking dis- 
cussion of the past two or three years, it has been stated that the drift 
of things was toward the elimination of the national bank. This was 
on the ground that with the bond basis for currency issue definitely 
removed there would be no particular reason why a national bank should 
exist; while with the privilege of membership in the federal reserve sys- 
tem open to state banks it would be largely a matter of indifference under 
which system an institution might organize. It would seem that there 
is good ground for believing that as a result of banking discussion, and 
largely in consequence of the unifying influence of the federal reserve 
system, there will be a much stronger drift than heretofore toward 
standardization of bank examinations and of banking legislation. The 
Federal Reserve act will have a very powerful influence in bringing about 
uniformity of conditions in examining banks and in controlling them 
generally. If such uniformity be rightly developed, it may be supposed 
that banks already holding either a state or a national charter will con- 
tinue as they are now. It may turn out that, there being less variation 
of the conditions under which the two systems are operated, the choice 
whether to enter a state or national system will be of relatively trifling 
importance, so that banks will enter one or the other in very much the 
same ratio as at present, or perhaps in substantially proportionate 
numbers. 

THE “FIVE PER CENT CASES”’ 

An important decision in the cases involving the so-called 5 per cent 
rebate in favor of goods imported in American vessels, provided for in 
the Underwood Tariff law of 1913, has been handed down by the United 
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States Court of Customs (Treasury Decisions, June 10, 1915, No. 23). 
The decision is of particular interest because it makes plain that the so- 
called “most-favored-nation treaties,” to which the United States, with 
a number of other nations, is a party, are to be literally interpreted, any 
rebates that may be granted to vessels of the United States and goods 
imported in them being likewise granted to vessels of these “most- 
favored nations’’ and goods imported therein. 

These fourteen cases, commonly known as the “Five Per Cent 
Cases,” involve the construction of certain paragraphs in section 4 of 
the tariff act of 1913 as follows: 


B. That nothing in this act contained shall be so construed as to abrogate 
or in any manner impair or affect the provisions of the treaty of commercial 
reciprocity concluded between the United States and the Republic of Cuba 
on the eleventh day of December, nineteen hundred and two, or the provisions 
of the Act of Congress heretofore passed for the execution of the same, except 
as to the proviso of article eight of said treaty, which proviso is hereby abro- 
gated and repealed. 

J. Subsection 7. That adiscount of 5 per centum on all duties imposed by 
this act shall be allowed on such goods, wares, and merchandise as shall be 
imported in vessels admitted to registration under the laws of the United States: 
Provided, That nothing in this subsection shall be so construed as to abrogate 
or in any manner impair or affect the provisions of any treaty concluded 
between the United States and any foreign nation. 

Q. That on and after the day when this act shall go into effect all goods, 
wares, and merchandise previously imported for which no entry has been made, 
and all goods, wares, and merchandise previously entered without payment of 
duty and under bond for warehousing, transportation, or any other purpose for 
which no permit of delivery to the importer or his agent has been issued shall 
be subjected to the duties imposed by this act and to no other duty, upon the 
entry or withdrawal thereof: .... 


Section 3 of the act in a subparagraph provides: 


S. Any merchandise deposited in any public or private bonded warehouse 
may be withdrawn for consumption within three years from the date of original 
importation on payment of the duties and charges to which it may be subject 
by law at the time of such withdrawal 


Article I of the Cuban reciprocity treaty provides that all merchan- 
dise the product of the soil or industry of the respective parties which 
at the time of its negotiation was being imported into the other free of 
duty should continue to be so admitted into each country. 
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Article II provides that during the term of the treaty all merchandise 
not included in Article I 


and being the product of the soil or industry of the Republic of Cuba imported 
into the United States shall be admitted at a reduction of 20 per cent of the 
rates of duty thereon, as provided by the tariff act of the United States approved 
July 24, 1897, or as may be provided by any tariff law of the United States sub- 
sequently enacted. 


Article VIII provides that 


the rates of duty herein granted by the United States to the Republic of Cuba 
are and shall continue during the term of this convention preferential in respect 
to all like imports from other countries, and, in return for said preferential 
rates of duty granted to the Republic of Cuba by the United States, it is agreed 
that the concession herein granted on the part of the said Republic of Cuba 
to the products of the United States shall likewise be, and shall continue, during 
the term of this convention, preferential in respect to all like imports from 
other countries. 


Certain other treaties with some nine nations, the continuing exist- 
ence of which was conceded at the hearings on the case, were outstanding 
and in force at the date of the enactment of the tariff law, each containing 
what is referred to as the “reciprocal commercial provision.” A clause 
in the treaty between the United States and Italy is taken as an example 
of the treaties in question, and is as follows: 


The high contracting parties agree that whatever kind of produce, manu- 
factures, or merchandise of any foreign country can be from time to time law- 
fully imported into the United States, in their own vessels, may be also imported 
in Italian vessels; that no other or higher duties upon the tonnage of the vessel 
or her cargo shall be levied and collected, whether the importation be made in 
vessels of the one country or of the other; and, in like manner, that whatsoever 
kind of produce, manufactures, or merchandise of any foreign country can be 
from time to time lawfully imported into Italy in its own vessels may be also 
imported in vessels of the United States, and that no higher or other duties upon 
the tonnage of the vessel or her cargo shall be levied and collected, whether the 
importation be made in vessels of the one country or of the other; and they 
further agree that whatever may be lawfully exported and re-exported from 
the one country, in its own vessels, to any foreign country, may in like 
manner be exported or re-exported in the vessels of the other country, and the 
same bounties, duties, and drawbacks shall be allowed and collected, whether 
such exportation or re-exportation be made in vessels of the United States or 
of Italy. 


The questions for decision raised in the cases are (a) whether or not 
section J, subsection 7, became operative when the tariff act of 1913 took 
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effect; (6) whether merchandise imported in vessels of United States 
registry was immediately entitled to the 5 per cent discount; (c) whether 
merchandise imported in the registered vessels of the ‘“most-favored”’ 
nations was immediately entitled to the like discount; (d) whether mer- 
chandise entered in bond for warehousing before the act took effect, 
subsequently withdrawn and entered for consumption, was entitled to 
such discount; (e) whether merchandise imported from Cuba was entitled 
to the 20 per cent reduction provided in the Cuban treaty, and to the 
5 per cent discount provided in section J, subsection 7. 

After very elaborate consideration of the history and facts in the case 
and after a correspondingly complete review of the action of Congress 
in adopting the rebate provision in the Underwood Tariff law, the Court 
of Customs now reaches the following conclusions: 

1. That the merchandise involved in these cases, imported in the 
registered vessels of the United States, is entitled to the 5 per cent 
discount as held by the Board of General Appraisers which first 
ruled on the case and whose decision is now affirmed by the Court of 
Customs. 

2. That as to the merchandise imported in the registered vessels of 
the treaty nations, both that which was imported and entered for con- 
sumption subsequent to the taking effect of the tariff act of 1913, as well 
as that which was brought to American ports prior thereto and entered 
in bond for warehousing, subsequently withdrawn for consumption and 
duties paid, the 5 per cent discount must be allowed, and with respect 
to such merchandise the judgment of the Board of General Appraisers 
must be reversed. 

3. That the merchandise imported in vessels of American registry 
before the tariff act of 1913 took effect which was entered in bond for 
warehousing, subsequently withdrawn and entered for consumption and 
duties paid, is entitled to the 5 per cent discount thereon, and the judg- 
ment of the Board of Appraisers with respect thereto must be reversed. 

4. That merchandise from Cuba is entitled to the reduction of 20 
per cent ad valorem provided by the Cuban treaty and the further dis- 
count of 5 per cent ad valorem from the amount so ascertained. As to 
such importations, the judgment of the Board of General Appraisers 
must be affirmed. 

Refunds of duties already collected, if made in accordance with these 
provisions, will amount to from $15,000,000 to $20,000,000. The ver- 
dict, however, is of much greater importance in its international com- 
mercial significance than is indicated by the amounts of money involved. 
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THE STEEL CORPORATION DECISION 


The action of the United States District Court for the District of 
New Jersey in the case of United States of America v. The United States 
Steel Corporation and Others, handed down by the court in question on 
June 3," adds another to the series of important court decisions intended 
to interpret and illustrate the meaning of the Sherman law; and will rank 
with the decisions of the Supreme Court of the United States in the 
Tobacco and Oil cases. The suit in question was instituted during the 
Taft administration, and has been in course of prosecution for about 
three years. The present decision is a complete and thorough review 
of the immense mass of material relating to the steel industry, which 
has been collected by government bureaus, congressional committees, 
and court officers for several years past. In passing upon the great 
volume of data placed before it, the court states the questions at issue 
as follows: 

First: Was the Steel Corporation, when this bill was filed in 1911, 
prejudicing the public interests by unduly restricting competition or 
unduly obstructing the course of the steel and iron trade between the 
states or with foreign nations? If this question be answered yes, the 
law was then being violated and an injunction should issue to restrain 
present and future violations. 

Second: Did the Steel Corporation, when it was formed in 1901, either 
by the intent of those forming it, or by the inherent nature of that com- 
pany’s contemplated acts, prejudice the public interest by unduly 
restricting competition or unduly obstructing the course of the steel 
and iron trade, interstate or foreign? If this question be answered yes, 
then the law was violated and the Steel Corporation must be adjudged 
originally illegal. If illegal, it must be dissolved, because only thus 
can its inherent nature be prevented from continuing to work further 
violations of the statute. On the other hand, if these questions are 
negatived, then the Steel Corporation should not be dissolved, but per- 
mitted to pursue that usual course of trade, which it was the purpose 
of this statute to protect. It will thus be seen that this case is practi- 
cally one of business facts. 

The two questions thus put are taken up for careful analysis and 
two distinct classes of conclusions are arrived at by the majority and 
minority of the court, both, however, uniting in the opinion that the 


*U.S. District Court for the District of N.J.; U.S. of America, v. U.S. Steel 
Corporation: Buffington, J. 
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application of the government for a dissolution order should be dis- 
missed. In brief, the conclusion of the majority of the court is that, 
as to the defendants, it is apparent that the bill should be dismissed. 
Concerning the principal relief sought against the corporation and its 
subsidiaries, the opinion is expressed that the government has not made 
out a case that should be followed by a decree of dissolution, and that 
sufficient reasons have not been afforded to justify the court in awarding 
an injunction against the further continuance of the concern in its present 
form. The minority of the court reaches the conclusions that the 
organizers of the Steel Corporation (1) intended to create a monopoly 
and to restrain trade, and (2) combined with others and attempted to 
monopolize trade within the meaning of the Sherman act. Further it 
is held that the Steel Corporation itself (1) neither attempted nor 
possessed the power alone to do the unlawful things intended by its for- 
mation, but (2) unlawfully combined with others to restrain trade by 
controlling prices. For many reasons, the view is then arrived at 
that, whatever remedy there may be against the organizers of the cor- 
poration for acts violative of the statute, certainly in this proceeding 
a decree of dissolution cannot be awarded against the corporation for the 
unlawful intent, and the unsuccessful effort, of its organizers to 
violate the law. Upon the finding that a corporation in and of itself 
is not now and has never been a combination or monopoly in restraint 
of trade, no decree of dissolution could be entered against it. When 
it appears, however, that the corporation violated one of the provisions 
of the statute by combining with others to restrain trade, and that it 
possesses the power again to do the like unlawful acts in the future, 
relief is to be obtained, according to the minority of the court, through 
the injunctive processes which would ordinarily follow such a finding, 
but the minority believes that the protection will be sufficiently secured 
by having the court retain jurisdiction of the case for the purpose of 
restraining price-fixing methods, should such be resorted to in the future. 

The court’s decision, in both the majority and minority opinions, 
is thus positive and distinct in its findings that various methods were 
resorted to by the Steel Corporation and its affiliated concerns for the 
purpose of restraining and interfering with competition, but the opinion 
is clearly held that these efforts were not sufficiently successful to war- 
rant the drastic action demanded by the government in its dissolution 
petition. The position taken by the court has, however, been somewhat 
hastily received by the business world as a defense of the Steel Corpora- 
tion, with the result that renewed activity in various kinds of shares 
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was witnessed on the stock exchange immediately after the verdict was 
announced. A close reading of the opinion scarcely warrants the belief 
that a new attitude has been adopted by the courts in regard to the 
interpretation of the Sherman law, and strongly suggests to the non- 
partisan mind that the court’s findings have been reached upon a basis 
of very close reasoning and analysis which may be reversed or altered 
in important particulars by the ultimate tribunal to which the case has 
now been appealed by the government. Should the verdict of the 
lower court be there sustained, there would even then apparently be no 
warrant for the view that the vitality of the Sherman law had been 
seriously impaired. 


COMPETITION IN THE TOBACCO INDUSTRY 


The Bureau of Corporations has issued Part III of its Report on the 
Tobacco Industry." The report deals at great length with the purely 
economic side of the tobacco business, tracing the development of prices, 
costs, and profits with the utmost detail. The document is of particular 
interest because it is the first connected view, carefully prepared, of the 
effects of the dissolution decrees of the Supreme Court. It will be 
remembered that the combination (i.e., the American Tobacco Com- 
pany and various of its affiliated concerns and stockholders) was pro- 
ceeded against under the Sherman Anti-trust act, and in May, 1911, 
the Supreme Court declared it to be unlawful. The case was remanded 
to the Circuit Court to work out a plan of dissolution which should 
bring about results in harmony with the law. 

Considering only that part of the business of the combination which 
related to the manufacture of tobacco in the United States, the features 
of the decree essential to state in this connection were substantially as 
follows: The American Snuff Company, which was an affiliated com- 
pany, and itself a combination of the leading snuff-manufacturing 
companies in the United States, was separated from the control of the 
combination, and its business was divided into three parts, one of which 
remained with the American Snuff Company, while the other two were 
transferred to two new companies organized for that purpose; further, 
the R. J. Reynolds Tobacco Company, which was chiefly a manufacturer 
of plug and smoking tobacco, was detached from the control of the com- 
bination and re-established as an independent company. Most of the 
remaining business of the combination relating to the manufacture of 
tobacco in the United States was divided among three large companies. 


? Part III, “Prices, Costs and Profits,” Washington, 1915. 
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For this purpose two new companies were organized, namely, the 
P. Lorillard Company, and the Liggett & Myers Tobacco Company, 
to each of which was alloted a part of the property, while the remaining 
part was retained by the American Tobacco Company. The court 
imposed by injunction various restrictive conditions on future opera- 
tions and relationships of the companies thus established and on the 
individual defendants in the case, in order to prevent a recrudescence 
of the combination. 

The ownership of all the stock of the successor companies was 
placed in the hands of the same persons who had been stockholders in the 
combination. The preferred stock was given voting rights, which it 
did not have before. This reduced the voting power of the twenty- 
nine chief stockholders, defendants in the case, from about 56 per cent 
in the combination to about 35 per cent, on the average, in the successor 
companies. 

The question how far the decree of dissolution of the combination in 
1911 has succeeded in establishing effective competition between the 
various parts thereof is one of great public interest. 

During the period of the combination’s existence the percentage of 
the business enjoyed by the independents almost steadily dwindled. 
Since the dissolution their proportion of the business has increased in 
some branches and decreased in others, the most marked decrease being 
in cigarettes. Few of these smaller companies have shown increased 
prosperity since the dissolution, and those which have increased their 
business are generally the larger ones which are engaged in the production 
of a varied line of tobacco products. Certain small companies having 
an especially popular brand have also shown increased business and 
greater prosperity. 

It was not practicable to obtain data as to prices, costs, and profits 
for all these smaller companies, but such data were secured from a large 
number, including almost all the important concerns. Compared with 
either the combination or the successor companies, the independents 
have, on the whole, made an exceedingly poor showing of profits, and 
since the dissolution this has been especially marked in navy plug and 
in Turkish cigarettes. On the other hand, in long-cut smoking they 
have done much better since the dissolution than in the years immediately 
preceding it. In scrap tobacco alone have their profits been greater 
than those of the combination or successor companies. 

One of the principal causes of this unfavorable profit showing of the 
smaller companies has been a much higher ratio of manufacturing costs 
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to sales, not due to differences in leaf costs, but to higher expenses in 
other items of factory costs. The chief explanation of this fact is 
apparently found in their small-scale operations and less efficient organ- 
ization. 

The smaller companies have also been at a marked disadvantage, 
compared with the combination or the successor companies, with regard 
to the cost of distribution. Their selling costs were markedly higher 
in every branch. This disadvantage was partly offset by the fact that 
the expenditures for advertising were smaller in most branches. In 
the total expense of distribution, as well as in manufacturing cost, 
however, the smaller companies almost invariably show at a disadvan- 
tage when compared with the Combination or the successor companies. 
Comparing the cost of distribution of the smaller companies immedi- 
ately before and after the dissolution, it may be noted that they have 
shown a considerable increase in both selling and advertising expendi- 
tures in a majority of branches, and this is the principal reason for their 
decreasing rate of profit. 

In conclusion, the study of prices, costs, and profits in the tobacco 
industry, without taking into consideration other factors in the com- 
petitive situation, indicates that the decree of dissolution has resulted in 
forcing the successor companies to compete with one another for business 
in most branches of the industry, but has not affected wholesale or retail 
prices. The successor companies have also competed with the smaller 
tobacco concerns and, collectively, have won business from them in some 
branches and lost to them in others. As a consequence of competition 
the rate of profit of the successor companies has been reduced, although 
their rate of profit is still high. In general, this competition has seriously 
reduced the profits of the other companies. 

This reduction in profit has not been caused by increased cost of 
manufacture, but by increased expenses of distribution and principally 
by the increase in expenditures for advertising. As the sale of tobacco 
products depends largely on the advertisement of brands, competition 
in the tobacco business necessarily increases advertising expenditure. 
In other words, for tobacco products, and it may be true also for other 
brand articles, the social cost of the system of competition is largely 
found in extraordinary advertising expense, and this would seem to be 
inevitable for brand articles so long as they have a proprietary character. 





BOOK REVIEWS AND NOTICES 


Conciliation and Arbitration in the Coal Industry of America. By 
ArTHUR E. SUFFERN. Boston: Houghton Mifflin Co., 1915. 
8vo, pp. xxi+376. $2.00 net. 

Mr. Suffern has given us a good book on the adjustment of wages in the 
coal industry of America. He has told the story of the rise and develop- 
ment of conciliation and arbitration in seven chapters. The first deals 
with the efforts of mine workers to force the operators to agree to collec- 
tive bargaining, and the many conflicts incident to the clash of the 
co-operating forces. At first, efforts at unionism were sporadic and 
local. In 1875, the National Miners’ Association was “the advance 
guard of one of the largest industrial unions in the world.” In 1890, 
this “largest industrial union” was organized by the submerging of the 
National Progressive Union and the Knights of Labor, and was known 
as the United Mine Workers of America, which precipitated the great 
strike of 1897. Chap. ii is given to the discussion of the question of 
unionism in West Virginia and the reasons why the United Mine Workers 
have failed to organize that field. “The geographical location of the 
state, the importance of its wealth in coal ... . longer hours and 
adverse working conditions . . . . immigration, a conservative rural 
population . . . . the concentration of wealth, and a determination on 
the part of the owners thoroughly to control and direct the exploitation 
of the natural resources,” are given as reasons for the failure. The next 
two chapters describe the complex machinery evolved by attrition and 
conflict between the Operators’ Association and the United Mine 
Workers for the purpose of effecting wage agreements. ‘The miners 
have had to organize to meet changing economic conditions and to offset 
the evils of individual bargaining.”” As the Miners’ Union spread, “an 
ever-present necessity was at hand compelling the operators to bring 
about some degree of uniformity in wages and working conditions.” 
Chap. v gives a bird’s-eye view of the Coal Operators’ Association and 
the United Mine Workers in conference, forging out an interstate agree- 
ment. Here leaders of capital and labor meet. Each side presents 
demands which it believes to be right. After much discussion and many 
conferences, the contending parties agree and all are happy; or disagree, 
separate, and possibly precipitate a strike. The next chapter shows how 
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the several state organizations which have participated in the interstate 
conference apply, in their respective territory, the agreement effected. 
Here are settled “the scale of prices to be paid in the various districts 
as it varies from the basing point according to the different coal veins 
and working conditions.” We are also shown how the agreement in the 
working of the individual pit is carried out. The pit committee takes 
up the grievance of an individual; if it fails to bring about an adjustment, 
the matter is then taken to boards having greater authority, until an 
adjustment is effected. ‘The employers in the bituminous coal industry 
have learned that the labor problem is of sufficient importance to demand 
a department for the adjustment of labor conditions, and that it is just 
as valuable as the rates, financial, or construction departments.”’ Mr. 
Suffern takes up in the seventh chapter the question of wage adjustment 
in the anthracite coal fields. Here the effort at unionism for two genera- 
tions is depicted, culminating in the grand achievement of unionizing the 
men in the year 1900. He then describes the great conflict of 1902, when, 
after five months’ suspension, President Roosevelt secured the appoint- 
ment of the Anthracite Coal Commission. The decisions of this body 
are described, as well as the machinery installed at its advice for the 
adjustment of grievances, its effect on the contending parties, and the 
adjustments made in the industry since then. Two more chapters bring 
the book to a close; the one gives an outline of arbitration and concilia- 
tion in the coal industry of Great Britain, where, for more than a cen- 
tury, discussions and agreements, contentions and conflicts, have given 
mine workers richer experiences than have thus far come to their fellow- 
craftsmen in America; the other gives us the outlook for the future, in 
which Mr. Suffern discusses the interest of the public and its rights, the 
inadequacy of common-law remedies, the tying of the hands of the Inter- 
state Commerce Commission by the courts, and some remedies which 
are needed before peace and good-will can be secured. He believes that 
a uniform system of accounting should be installed; that the number of 
pounds per ton by which the miner is paid ought to be uniform; that 
immigration should be restricted; that a minimum wage should be estab- 
lished; that the public should be informed as to the cost of mining 
justifying advanced prices; and that more power should be given the 
government to regulate railroad rates for transporting coal. The 
Canadian Disputes acts are described and commended as a wise measure 
for the enlightenment of the public in industrial disputes. 

The book is well written, and the interest is sustained throughout, 
although the manner of treatment necessitates some repetition. The 
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author has carefully studied the literature of the subject. Federal and 
state laws relating to coal mining, governmental reports, court decisions, 
Interstate Commerce Commission cases dealing with coal interests, 
reports and decisions of special coal commissions, the action of conven- 
tions—both of operators and mine workers—have been carefully con- 
sidered. So carefully are these considered, that the book smacks more 
of the study than of the mine; more of the academy than of the coal 
field. We should have a better book if the author were as familiar with 
mining as he is with the records of the struggles between the co-operating 
factors in the industry. 

Mr. Suffern displays throughout the work deep sympathy with the 
mine workers. The efforts to organize the men, the suffering entailed 
by strikes and suspensions, the defeat of collective bargaining by capital, 
are well depicted; and naturally sympathy goes out to the men who 
endured persecution, imprisonment, and hunger for the cause they 
advocated. There is another side to the shield, which is not brought 
out so clearly, viz., the suffering and loss of individual capitalists. No 
business in America has suffered more from ruinous competition than 
coal mining, and it affected both operator and operative and was only 
redeemed from chaos by the pressure brought to bear upon capital by 
organized labor, which successfully conducted the strikes of 1897, 1900, 
and 1902. During the days of unregulated production, every coal field 
was strewn with the wrecks of individual mine-owners, who went under 
in industrial storms. These have a place in the story of the struggle 
for collective bargaining, although their suffering is not so spectacular 
as that of wage-earners in industrial conflicts. 

The crux of all discussions in the industry is the wage question. Mr. 
Suffern discusses it, points out some of the difficulties in adjusting wages, 
due to the nature of the industry, but does not fully appreciate the sig- 
nificance of the suggestions he makes. A ton of coal from the face is very 
different from a ton of wheat from the elevator. Coal from the mines 
has dirt, slack, slate, bony coal, rock, sulphur, etc., in it. Marketable 
coal can be got only after the impurities are removed. How much is 
to be deducted for rock, slate, etc.? Every car cannot be examined in 
a mine producing 3,000 or 4,000 tonsa day. The amount to be deducted 
is determined by examining a few cars and striking an average. If, by 
this method, 600 pounds per ton is a fair estimate, then both miner and 
operator agree that 3,000 pounds will be considered as a ton, for it yields 
only a ton of marketable coal. Now to demand 2,400 pounds as a ton 
would necessitate a readjustment of the wage basis, for otherwise it 
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would mean an advance of 20 per cent to the wage-earner, and few mines 
could stand that. The same question is involved in the demand for pay 
on run-of-mine coal. If a basis of 65 cents a ton for lump coal is agreed 
upon, it is unjust to demand the same rate for run of mine. The operators 
oppose paying for run-of-mine coal for the reason that miners will not, 
under such an agreement, be careful to produce lump coal. This ques- 
tion must be solved in such a way that the worker will produce market- 
able coal and still be justly paid for marketable commodity produced by 
his labor. It is one of the crucial questions and is far from being settled 
and may prove a rock of offense in arbitration and conciliation. Mr. 
Suffern has given us no suggestion how the matter can be equitably 
solved. An equitable adjustment can be worked out only at the tipples, 
where the interests of capital and labor conflict. 

The trials and tribulations of bituminous labor organizers in the 
seventies and eighties are well depicted by the author. The efforts were 
crowned with success in the evolution of the United Mine Workers of 
America. When he comes to the anthracite fields, he asks why the 
organization did not take root here, and he says that the obstacles were 
“immigration and concentrated wealth.” Mr. Suffern seems to forget 
that the territory in which arbitration and conciliation in the coal 
industry were first tried was the anthracite fields, and that the struggles 
and conflicts in the soft-coal field in the seventies and eighties were only 
repetitions of what had taken place in northeastern Pennsylvania in the 
sixties and early seventies, resulting, however, in the total defeat of labor. 
The leaders (Siney, Parks, etc.), who were defeated in the hard-coal 
fields, left for the soft-coal fields and began all over again. The move- 
ment organized by them is described by the author as “the advance 
guard of one of the largest industrial unions in the world.” It took 
twenty years of hard work before the sons of these sires rejoiced over the 
victory of 1897. Then the sons came east in 1898 and won a still greater 
victory in 1902, on the scene of the sires’ defeat. Mr. Suffern says: ‘The 
United Mine Workers of the bituminous fields had felt the effects of the 
anthracite coming into their markets during their early struggles, and 
this, without doubt, was one impelling force which drove them to organize 
the anthracite miners.” Anthracite has never competed with bituminous 
in times of industrial conflict and never can, because of the nature of the 
coals. A glance at the tonnage produced in the anthracite territory in 
the years of conflicts in the bituminous regions would have convinced 
the author of this. Bituminous and anthracite can replace each other 
only by a gradual process necessitating change of appliances. 
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Mr. Suffern makes too frequent use of competition and heterogeneity 
of the labor supply to explain labor difficulties. In referring to the 
Miners’ National Association of 1875, he says: ‘These men were made 
up of the most heterogeneous population,” although the men spoke the 
same language and had the same customs. In discussing the anthracite 
fields he says “unionism during the seventies and eighties was not more 
successful” because of “the effects of immigration,” although in reality 
the foreigners were not a factor in the territory until later. He also says 
that “heterogeneity in the anthracite regions during the eighties and 
nineties was one of the chief factors that destroyed the beginnings of 
organization for conciliation,’ when the real cause was the conflict 
between the Knights of Labor and the Miners’ and Laborers’ Amalga- 
mated Association in their efforts to organize the men. The southwest 
coal fields, the Cumberland territory, the mines of Kentucky and Ten- 
nessee, the Colorado coal mines, have never seriously competed for the 
markets of the Central West, where both operator and operative have 
had to fight ruinous competition; and the entrance of the Miners’ Union 
into these fields must have some other motive than competition. The 
miners and operators of Nova Scotia or British Columbia, of Arkansas 
or Maryland, of Colorado or Alabama, will never be interested in inter- 
state conventions, for they are not competitors and have no interests in 
common. The adjustment of wages in these fields, as well as in the 
anthracite region, must be effected in the respective territories. Some 
of the leaders of the United Mine Workers have always questioned the 
advisability of projecting the organization into these fields, because they 
were not competitors, believing that they had all they could attend to 
and do it well in the competing territory. 

Mr. Suffern would close the door against immigrants going into the 
coal-mining fields, for he believes that heterogeneity in the labor force 
is a hindrance to collective bargaining, and also accounts for the glut 
in the labor market. And yet the greatest union ever perfected in the 
coal industry was effected in the years of greatest heterogeneity in the 
labor force, and the greatest victories ever won in the coal industry have 
been won in fields where the Slavs, Magyars, and Lithuanians form the 
largest percentage of the working force. If the author knew the men 
of these races he would not have found in them a hindrance, but rather 
a help, to organized labor. They make better union men than ever the 
races from the British Isles did, and it is by their help that the coal 
industry has been raised to its present basis in the competitive territory. 
The glut in the labor market of the coal fields has ever been a fact. 
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Before the Slavs entered, intermittent labor was more serious than it is 
today. Surplus labor is almost a necessity. Production depends upon 
so many conditions in and out of the industry that it is impossible to 
forecast the market. A variation of 40,000,000 tons in one year is not 
unusual; but that tonnage would give a year’s work to 60,000 men. 
The coal industry has doubled its output each decade for the last half- 
century, and the incoming of the foreigners has made this possible. Is 
this development to go on, or shall we check it by closing the door against 
the Slav and Magyar, Italian and Lithuanian, immigrants? Miners and 
operators have succeeded in regulating competition; will not this regulate 
the labor market just as it regulates capital in the coal industry ? 

Mr. Suffern shows how concentrated wealth has come into control 
of the coal fields, but he has not with equal clearness shown the part 
played by organized labor in this movement. Individual operators, 
during the years of competition, went under by the score in conflicts with 
labor. When the fight was on, the railroads bought out the interests of 
the fallen. The same process was observed in the anthracite fields, in 
southern Illinois, and in West Virginia. Industrial warfare is costly and 
the individual operator cannot stand it. Only strong aggregations of 
wealth, which could develop pits that cost from $500,000 to $1,000,000, 
could stand the strain and pass on the burden to the public. This large 
investment in openings and appliances has been the life of the industry. 
It has made possible the 2,000,000 tons a day to keep the wheels of 
industry going. It had its dangers. The story of concentrated wealth 
as affecting the rights of labor in West Virginia and Colorado equals any- 
thing oriental despotism has to offer. The way in which the anthracite 
operators have imposed monopolistic prices on consumers well illustrates 
how patient the public can be. Butits benefits are many. In collective 
bargaining, it is much easier for the union to deal with the Big Seven 
than with seventy individual operators; labor failed to regulate com- 
petition, capital does it; decent wages are paid today, and the public is 
sure of its coal supply. 

The leaders of the Mine Workers are ambitious to organize all the 
employees in the coal industry; but when the author says that “the fate 
of the joint agreement is dependent upon their success in thoroughly 
organizing the coal industry,”’ he overstates the case. Some of the strong 
corporations have steadily refused to allow the organization to enter 
their field. These are considered by the author as “‘a hindrance to them- 
selves and to society,” for they have not seen how “collective bargaining 
softens class antagonism and encourages friendly relations between 
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employers and workers.”” Many of these companies give good homes to 
their employees, make working conditions better than the state law 
requires, pay their men a little better than union rates, and yet they are 
the sore spots in the eyes of labor leaders, because “‘ they will not surren- 
der some of their prerogatives” and democratize their industry. 

After reviewing the struggle for arbitration and conciliation in the 
coal industry, Mr. Suffern has not absolute faith in it. He turns his 
face to the government as the protector of the public against monopolistic 
prices and possible conflict. He says: ‘One fact stands out plainly— 
the weakness and inadequacy of our public policy in dealing with the 
growing control of such an important commodity as coal.” ‘Where 
railroads own the coal mines, it will be necessary to make a thorough 
investigation of the costs of mining,” and for this purpose he advocates 
“a uniform system of accounting, to arrive at a fair approximation of 
the cost of mining a ton of coal,” which would help the Interstate Com- 
merce Commission to “adjust railroad rates on coal in relation purely 
to the cost of transportation,” and be “‘a powerful factor in preventing 
arbitrary action on the part of either capital or labor when they meet 
for collective bargaining.’””’ He recommends the Canadian Industrial 
Disputes acts as a means to secure facts which the public should know 
and to prevent suspension of work during investigation. Mr. Suffern 
does not give us a hint, even, that the bitterest foes of any such regulation 
on the part of the government are the very men he honors for the develop- 
ment of arbitration and conciliation. And in this the operators are one 
with the mine workers. Mr. Suffern would make the eight-hour day 
general as a means “to bring up the level of working conditions and 
competition between the organized and the unorganized fields,” and a 
minimum wage, “equal to the wage paid in the organized districts.” In 
the previous chapter he has told us how these measures, introduced by 
the government, have been resented by the mine workers of Great 
Britain, who believe that they should be left to the several districts for 
adjustment. Mr. Suffern also sees difficulties, and says: “The minimum 
wage may be considered a measure of last resort, though it may not be 
more difficult to inaugurate than the other measures advocated after 
constitutional and legislative difficulties have been surmounted.” A 
more intimate knowledge of the industry would add still further to the 
difficulties in the way of these remedies. 

There are minor items which deserve attention. On p. 6 the author 
says: ‘Production was estimated at 6,500,000 tons in 1861, and there 
were about 30,000 miners in the industry.”” This was the production 
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of the bituminous coal only, while the 30,000 employees were those 
employed in the bituminous and anthracite fields. If the total number 
of employees is given, the tonnage for the year ought also to be given, 
which was 16,500,000. In referring to machine mining, he says that it 
“‘does away with pick miners, and makes them machine tenders or mere 
‘loaders.’’”’ A skilled miner never becomes a “loader.” He finds com- 
pany work, becomes a shot-firer, or enters some other line of employment. 
Unskilled foreign laborers are the coal-loaders. West Virginia is said 
“to rise from the lowest rank as a producer of coal, until it stands next 
to Pennsylvania,” which is not exactly true. The state has been fifth 
in the order of production since 1864; came to fourth place in the eighties, 
to third in the nineties; competed with Illinois in the next decade for 
second place, and has only gained that ascendency during the last four 
years. In describing the United Mine Workers, he says “‘a local union 
is allowed jurisdiction over only one mine.” A local may have jurisdic- 
tion over many mines. and sometimes it is found advantageous to organ- 
ize locals along national lines, regardless of the mine in which the members 
work. On p. 118 we find that “board members, tellers, auditors, and 
delegates to the American Federation of Labor receive $4.00 and expenses 
when employed,” meaning doubtless $4.00 a day and expenses. In com- 
paring the wages of anthracite coal workers and those of the bituminous 
field, he finds that the general level of wages in the latter was higher 
than in the former, which he explains as the result of collective bargain- 
ing, forgetting that in the anthracite field there are 20,000 breaker boys 
employed, which is a classification unknown in the bituminous field. In 
the computation on p. 176 of wages in West Virginia, the basis of com- 
parison is the number of days worked and hours per day, to get the 
comparison of wages per hour. All know that for men paid by the ton, 
hours are a very uncertain basis of comparison. It would be better to 
make the comparison on the basis of tons mined. On p. 232 he says that 
the competition between the races for a chance to work did not begin in 
the anthracite coal fields until 1880, when the southern Europeans began 
tocomein. The fact is that competition between races in the anthracite 
coal field was as keen then as later. We are told again and again that 
capital introduced the immigrant into the anthracite coal field; when the 
fact is that the law passed at the instigation of mine workers, that no 
one could enter the mines as a miner unless he had spent two years as 
a laborer, made it impossible for operators to get men to enter the mines 
save unskilled foreign-born laborers. On p. 39 we are told that the news 
was printed in the United Mine Workers’ Journal in several languages, 
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and that “the full import of such a propaganda became apparent when 
the anthracite strikes of 1900 and 1902 brought about the welding of 
many nationalities.” The organ was unknown at this time in the hard- 
coal fields, and no news was printed in it in foreign tongues. On p. 44 
the strike of 1897 is said to include “practically the entire field, except a 
few districts in West Virginia”; but on p. 67 we have “out of 15,049 
workers [in West Virginia] in 1897, only 5,314 struck.” When, on p. 171, 
the author says: “The joint agreement has brought, by unity of action, 
the abolition of company stores and company tenements, the inaugura- 
tion of the eight-hour day, regulation of screens, equalization of wages of 
different classes, and the improvement of working conditions and safety 
appliances,” he overestimates the benefits wrought, for company houses 
and company stores still exist, as well as disparity of wages in fields where 
the joint agreement obtains. 

The book is well worth reading and ought to find a place on the 
shelf of every man interested in arbitration and conciliation, while editors 
will find it of great value in giving dates and facts regarding joint agree- 


ments in the coal industry of America. 
PETER ROBERTS 
New York City 
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Public Utilities; Their Fair Present Value and Return. By Ham- 
MOND V. Hayes. New York: D. Van Nostrand Co., 1915. 
8vo, pp. vili+207. $2.00 net. 

Mr. Hayes has based his explanations and comment, and what may 
be termed his theory of valuation, upon the principles enunciated in the 
decisions of the courts and public service commissions. Authoritative 
decisions have not covered all phases of the question and they have fre- 
quently thrown only side lights on the specific questions that are begin- 
ning to stand out clearly and demand unequivocal answers. It is thus 
helpful to have the conscientious examination that we have in the first 
book, mentioned above, of the factors that enter into valuation, and to 
have the attempt made to outline a theory that will pass through all 
points marked by important decisions. 

It is inevitable, however, that such a method of treating the problem 
should leave the reader somewhat confused. The questions involved are 
complex, and courts and commissions have naturally committed them- 
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selves no further than the exigencies of the case immediately in hand 
have demanded. There is a temptation to read into these decisions a 
broader application than is warranted and to attempt to harmonize them 
so that a consistent body of principles may be established. Such an 
attempt, however, must result in some confusion because all the decisions 
cannot be harmonized. Their trends are sometimes quite different. 

There is much promise in the way cases to determine value and fair 
return have recently been presented, because there has been greater 
tendency to depart from abstract consideration and to present concrete 
evidence. “Fair,” “just,” “reasonable,” “equitable,” are all shadowy 
terms. All will agree that values considered should be “fair,” that rates 
should be “reasonable,” that returns should be “just” and “equitable,” 
but these are all names of places; they are not the names of the roads, 
and however we juggle them about, they do not point the way. 

In some recent cases a more studied attempt has been made to show 
what costs do and what do not enter into the creation of enterprises, what 
kinds of costs must be recognized and what need not be recognized, and 
what income return will be necessary in order to induce the inflow of 
capital. If these questions are so judged that no one would become an 
owner under the conditions, we may arrive at an academic “fairness,” 
but it will be of little practical benefit if the business refuses to live and 
grow. 

One finds himself imagining the thoughts of the man with money to 
invest, who sits quietly down with this book to satisfy himself as to the 
security of the capital that he may put into public utility enterprises. 
He finds that the base on which his return is to be figured is not neces- 
sarily the original cost of the property, nor the cost of replacement; that 
it is not the market value of the securities nor the capitalization of the 
earnings. He finds that the judgment with which capital expenditures 
are made may be questioned in arriving at the base, and that “valua- 
tion is a mixed question of fact, judgment, and law”’’; that in “many 
cases’’ the base “will be a compromise figure for the reason that a public 
service corporation differs from a private undertaking in that the tribunal 
must consider what is fair to the public as well as to the undertaking.” 
This hardly strengthens his general feeling that however complicated the 
thing seems, he will at any rate have “fair” treatment, and, moreover, 
he finds that his remedy for any fancied wrongs in regulation is an appeal 
to the courts, and that the court may use quite a different base than that 
used by the state, and that the rate, instead of being one “which is a 
fair reward for the hazard and risk of those investing in the enterprise,” 
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“may be only that which could be held as not so low as to be confis- 
catory.” 

Mr. Hayes is not responsible for the impression one would get that 
the determination of the base on which return is to be figured and the 
size of the return allowable are such complicated and indefinite matters- 
He has simply shown one the numerous questions at issue and the uncer- 
tainty there may be as to what the decisions will be in different cases. 

He does, however, argue that “depreciation is affected only indirectly 
by inefficiency, and that as a necessary consequence, depreciation is 
dependent wholly upon the relation of the age to the life of the perishable 
property”’; also that “if the undertaking has such an amount in reserve 
that, with it and the accumulations derived from the annuity and interest 
that will be received during the remaining years of the plant life, the cost 
of the property will be recovered, then the cost of the property is its fair 
present value,” and also that “the undertaking must guarantee the 
public at all times a continuation of the enterprise by adequate reserves.” 

Mr. Hayes will not find universal acceptance of his views of depre- 
ciation and the part it plays in valuation and the making of rates. There 
will be no question that the undertaking must at all times provide good 
service at reasonable rates, but that is different from “guaranteeing a 
continuation of the enterprise by adequate reserves.” 

Even though there were a definite contract between an enterprise 
and the public that adequate reserves would be maintained, there would 
be great practical difficulty and apparently some false economic reason- 
ing in attempting to rectify a default in the contract by lowering the 
rates for the same service that would have been supplied had there been 
no default. According to the depreciation theory, the reserves are for 
the purpose of “guaranteeing a continuation of the enterprise,” and yet 
in the absence of these reserves the matter is to be rectified by putting 
the enterprise in still weaker position for continuation. In the case of 
such a contract as mentioned, it would be logical to require that the 
default be made good either immediately or gradually, but it seems 
economically unsound, and impossible practically, to offset the default 
by a future gift to consumers. If the enterprise had the reserves, no 
one would question that a consumer should pay a rate based on the 
“cost new” of the property. Whether the reserves are there or not 
depends not at all upon what the new consumer has or has not done, 
and whether he shall benefit as a method of penalizing the enterprise is 
a question of punishment and not of scientific adjustment of rates. 

The practical difficulties soon arise under such methods. Growing 
properties require growing capital investment. Gas, electric light, and 
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street railway properties have, in almost all American cities, grown for 
many years at a rate of from 5 per cent to 10 per cent a year, which 
means that every six to fifteen years there is gradually laid down by the 
side of a plant, another of the same capacity, which requires additional 
investment about equal to the original investment. This new invest- 
ment is the factor that is of most importance if new service is to be pro- 
vided as it is demanded. It may be of academic interest to have the 
opinion of the courts as to what will and what wil] not be confiscation 
according to the Constitution, and it will be interesting to know what 
would theoretically be a proper method of accounting for depreciation, 
but, after all, the one thing that must be done is to decide upon a treat- 
ment of the problem that will lead those who have capital to invest it 
in the enterprise. 

Suppose an electric light plant to have such an average age that, in 
accordance with the reasoning of Mr. Hayes, it is worth only 60 per cent 
of cost new, and suppose for one reason or another there are no reserves 
for depreciation. He would apparently then say that the value of the 
plant for rate-making purposes is 60 per cent of cost new, and that the 
owners are entitled to but 60 per cent of the amount to which they would 
be entitled if the plant were perfectly new, or if there were depreciation 
reserves equal to 40 per cent of the cost new. Owners are entitled to the 
smallest rate of return for which they will readily contribute money to 
the enterprise, so that the rates established will provide, in accordance 
with the reasoning above, a return only 60 per cent of the smallest return 
that would be acceptable to investors if they were building a plant new 
to do the business. But if the business grows, new plant at cost new has 
to be provided, and the rates do not yield enough to pay the return neces- 
sary to attract the new capital for investment. 

In penalizing an enterprise for its practices, it would seem to be 
better to adopt methods that would not result in depriving the public 
of something it otherwise would have. 

In his second book Mr. Hayes continues his discussion of the value 
and the fair return of public utilities, confining the discussion, however, 
to public utilities subject to regulation by state or governmental authori- 
ties. He presents an interesting method of determining going value and 
advocates convincingly the advantage of grouping costs of promotion 
and other preliminary expenses by themselves instead of simply apply- 
ing percentages to physical costs. He goes farther with the discussion 
of depreciation and other factors important in regulation. There is 
recognition of the difficulties in applying clear-cut methods of regulation 
to old enterprises, and one merit of the book is the attempt to meet 
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difficulties and explain them rather than to ignore them for the sake of 
a cleaner-looking theory. 

The book will be found interesting and helpful. One may not agree 
wholly with the conclusions, but the author has considered very many 
phases of the problem, apparently without bias, and with knowledge and 
ability. 

On p. 16 the author says: 

The rules, however, which might be formulated for a new company, could 
be applied rarely to an older company without doing great injustice to the 
company and to present holders of its securities. The mutual obligations of 
public utility companies and the public have been recognized only during 

What are now regarded as past errors of public utility 
companies must be forgotten and a fair value for rates must be established at 
the time of an investigation into rates for service, which will be a compromise, 
a compromise which will afford equal justice to both the users and sellers of a 
utility service. This figure, once found, establishes a new basis upon which 
all of the financial operations of a company will be carried out in the future. 


It is these old companies whose cases are being considered for the first 
time that present the great difficulties of regulation, and this extract 
comes very near begging the question. There need be no difficulty with 
new companies started today under regulating bodies. These bodies 
can specify their terms as to guaranties of continuity and other matters, 
and there would be no facts afterward difficult to ascertain. One must 
object, however, to the reading into the past agreements that were 
recognized by neither enterprise nor user. A regulating body may say 
now, “The enterprise must guarantee by adequate reserves the con- 
tinuity of good service. We agree that we will raise or lower rates for 
service so that the enterprise can always just meet the expense of the 
service including sufficient charges for reserves for renewals and also a 
fair return on the capital employed.” No arguments that have been 
advanced are convincing that such an agreement has been implied in the 
past. Enterprises have been under obligation to give good service, not 
only to those demanding it at the time the rights to do business were 
granted, but also to those who might wish the service when the communi- 
ties became larger. The enterprises, however, have without criticism 
made early rates that they thought would build up the business, regard- 
less of whether the early users were or were not paying the full cost, 
including their proportion of the value of perishable property; and this 
has not always been a hardship to the later users, because if the early 
users had had to pay the full cost, there would in many cases never have 
been any enterprise for later users to use. 
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The theory of rate-making that would charge exact cost to the user 
each year, so that there would be no injustice to different users, should 
make it just as wrong to charge a rate below the full cost at any time 
as to charge a rate above the cost. Mr. Hayes admits, however, frankly 
enough, on p. 190, that “companies furnishing a public service have 
found it extremely difficult if not impossible to raise rates; rates could 
be lowered, but when once lowered they could not in most instances be 
increased.” This is a blow to the theory of mutual obligations and there 
is no doubt of its truth. Moreover, if it is true, the question of additional 
capital for extensions of service becomes at once vital in the case of enter- 
prises that have had rates reduced because based on a valuation less than 
cost new. Investors cannot on the reduced rates get a fair return and 
they must depend upon rates being immediately increased after their 
new contribution of capital. If this increase is uncertain, development is 
prevented. 

Courts find it easier, in their problems, to take flashlight pictures of 
the conditions to which they apply the law; but regulation of rates for 
the sake of best results is a problem in dynamics, not statics. It has to 
do with movement, growth, development, as well as past history and 
present conditions. Even present users of utilities are greatly inter- 
ested in the future and it will hardly satisfy them to go without extended 
future service because perhaps contributions of former users are not in 
the place that the theory of “guaranty by reserves for renewals” 
requires. 

It may not always be possible to do full justice to those who have 
gone before. It is possible to see that justice is done in the future, and 
this justice would seem to be most completely done by making rates that 
will take care of future growth while specifying the ways that the pro- 
ceeds from these rates shall be used so that continuity of the service will 


be assured. 


RUSSELL ROBB 
Boston, Mass. 


Railroads: Finance and Organization. By Wit.taM Z. RIPLEY. 
New York: Longmans, Green & Co., 1915. 8vo, pp. xix+ 
638. $3.00 net. 

This valuable and comprehensive treatise is a companion volume to 
the author’s Railroads-Rates and Regulation, published in 1912. The 
earlier work considered the theory of rates, the main features of the 
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American rate structure, problems of discrimination, and federal legisla- 
tion on the subject of rates since 1887. The present bock discusses 
construction finance, the nature and issue of securities, security prices, 
stock-watering, receiverships and reorganizations, intercorporate 
relations, combination, valuation, reasonable rates, and some other 
topics. The two together form very probably the most important 
contribution to non-technical railroad literature made in recent 
years. 

The author’s fundamental thesis in respect to finance is that the 
amount of securities outstanding should not exceed the investment in 
the plant. Cost and investment, investment and corporate estate, 
coincide, and so should corporate estate or capital and capitalization or 
securities outstanding. Neglect of this equivalence burdens the corpora- 
tion with excessive charges, if the excessive securities be bonds, and in 
any case hinders the proper development of the property from earnings, 
and facilitates manipulation and speculation by depressing market 
values. In comparison with these results, the effect of overcapitaliza- 
tion upon rates, if there be any effect, is unimportant. Once an accurate 
statement of investment is secured, rates may be adjusted to yield a fair 
return on this figure, and the difficulties incident to valuations based on 
estimated costs of reproduction may be avoided. With efficient regula- 
tion, earnings may be made to depend on “fair value,” instead of 
value being dependent upon earnings. It may be observed that this 
resembles the practice in California, where it has been argued that 
the development costs of new businesses may be considered to be 
equal to the difference between actual earnings during the early years 
and the percentage return which the Railroad Commission deems 
reasonable. 

The importance of the book consists, however, quite as much in the 
unusual amount of information relative to the financial practices of 
American railroads which the writer has brought between two covers as 
in the theoretical conclusions reached. Those acquainted with Professor 
Ripley’s activities as a teacher have long been familiar with his command 
of current sources of information, his complete knowledge of secondary 
literature, and h’s power of organizing and summarizing complex 
masses of fact. These are characteristics shown at their best in this, 
his most recent, work. Among special topics, attention should be called 
to the discussion of combination on pp. 456-578, which is the best analy- 
sis yet published of conditions in the New England, trunk line, anthra- 
cite, western, and far western territories accompanying the growth of the 





BOOK REVIEWS AND NOTICES 743 


more important railroad groups. Mention may also be made of the 
excellent chapter on bonds, and of the systematic treatment of stock- 
watering. It has been a genuine pleasure to the reviewer to find that 
certain conclusions relating to railroad reorganizations, which he arrived 
at in a monograph published several years ago, have been confirmed by 
the author’s later study. 

How far the fundamental positions of the author in matters of rail- 
way finance will be accepted, time alone can tell. The reviewer is still 
inclined to believe that valuations based on original investment raise 
problems no less puzzling than those based on cost of reproduction. 
And it seems to him that the question whether capitalization should be 
limited to investment depends altogether upon whether investment is 
selected as a basis for rates; so that the equation “stock and bonds 
equal cash paid in” has no especial independent claim to respect. Nor 
would he agree, for instance, to an unqualified condemnation of stock 
dividends—to take a practice which Ripley denounces root and branch, 
because it represents an increase in capitalization without an increase 
in investment. It seems clear that the legitimacy of the dividend 
in such cases depends upon the legitimacy of the distribution, not upon 
the method employed. If the surpius exists, and is properly distribu- 
table, why should this particular means be prohibited? For, to follow 
somewhat the lines of the author’s discussion: 

1. The liabilities of the company are not increased, if the surplus be 
at the same time written down. 

2. The change of a book surplus into a stock liability makes for 
intelligent publicity, in that the par value of the outstanding stocks 
and bonds comes more nearly to approximate the real value of the 
property than was the case before the dividend occurred. It is here 
assumed that earnings have been used for betterments, or that for 
some other reason a permanent increase in earning power has taken 
place. 

3. No heavier burden is saddled on patrons of the road, unless courts 
and commissions do the unexpected, and substitute for their cost-of- 
reproduction and original-investment theories the principle of allowing 
a fair return on the par of the outstanding capitalization. 

The reviewer recalls a recent attempt of the United Railroads of San 
Francisco to reduce their outstanding stock issue without writing down 
their assets, and to declare a dividend from the increased surplus which 
thus automatically resulted. Could anything have been farther removed 
from a stock dividend, and could anything have been more unsound, 
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granting, what was the fact, that the stock of the United Railroads 
represented in the main only water? 

Much difficulty arises in these matters because of the inconsistency 
and incompleteness of the rules of our regulating bodies. This was the 
fact in the Kansas City Southern case, cited by Ripley on p. 234. In 
this case the Kansas City Southern desired to improve its line by the 
reduction of grades, etc. If it had smoothed and straightened its original 
line, at a cost of $1,230,318.99, it could have charged the whole amount 
to capital under the accounting rules of the Interstate Commerce Com- 
mission. It so happened that an equivalent reduction in grades could 
be obtained by a relocation of a portion of the line at a cost of $629,399.74, 
or materially less. But, apparently to its surprise, the railroad discov- 
ered, after it had selected the second alternative, that it could charge 
to capital account only that portion of the cost of relocation which 
exceeded the investment in the original and now abandoned line, or 
$234,747.74. The position of the Commission that depreciation in the 
property from abandonment of the main line should be considered was 
undoubtedly sound. But a better rule would have allowed in each 
instance the capitalization at some accepted rate of interest of the gain 
in net earnings to be reasonably expected either from relocation or from 
direct improvement. 

The statements of fact throughout the book have evidently been 
carefully checked. The reviewer has found a few errors or misprints, 
but mostly of the sort that no amount of proofreading seems able to 
prevent. Perhaps attention should be drawn to the assertion that the 
Supreme Court, by its “rule of reason” decision, imposed upon itself 
the task of drawing the line between good monopolies and bad (p. 559). 
Is this certainly true? The reviewer has always understood that the 
Supreme Court held all monopolies to be bad, and used the rule of reason 
to distinguish between restraints of trade which led to monopoly and 
restraints which did not. 

The volume under review was not prepared as a textbook, but one 
may hope that it will be used in college instruction in connection with 
the author’s Railway Problems. If this proves to be the case, Professor 
Ripley will have the satisfaction of rounding out work which he began 
as an inspiring teacher and a constructive editor, with a text which will 
improve throughout the country the teaching of the subject in which 
his interest lies. 

StuaRT DAGGETT 

UNIVERSITY OF CALIFORNIA 
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Scientific Management—A Collection of the More Significant Articles 
Describing the Taylor System of Management. Edited by C. B. 
Thompson. Cambridge: Harvard University Press, 1914. 
8vo, pp. xii+878. $4.00. 

Just because of the very real need which this book meets it is doubly 
unfortunate in its christening. The title claims at once too much and 
too little. The book is not, as its main title would seem to imply, either 
a setting forth of the principles of scientific management or a descrip- 
tion of these principles applied. It is, however, much more than “a 
collection of the more significant articles describing” that relatively 
narrow field, “the Taylor System of Management.” Both theorist and 
business man have been buried under the recent outpourings of the 
so-called efficiency literature, and the tapping of an additional supply of 
878 pages is likely to give rise to the feeling of mental glut. Mr. 
Thompson has come, not to add additional burden, but to relieve 
the present load, and for this service alone his book is more than 
welcome. 

Volume I of the Harvard Business Studies really has two distinct 
accomplishments to its credit. It has made readily accessible to the 
busy reader a wealth of carefully chosen articles dealing with the various 
aspects of the many-sided problem of the art of management. But use- 
ful as this has been, Mr. Thompson has added to his work as editor an 
original contribution of his own, an opening article on the “Literature 
of Scientific Management.” 

This contribution moreover proves upon even hasty inspection to be 
much more than a treatise upon the bibliography of the subject. At the 
outset the writer essays to answer that question which has long heen 
puzzling congressional investigating committees and students, academic 
and otherwise—“ What is scientific management?” He then proceeds 
upon the basis of his definition to select the literature of the subject. 
This field is classified under six main heads as follows: I, Development 
and Theory of Scientific Management as a Whole; II, Scientific Manage- 
ment in Operation; III, Scientific Management and the Railroads; 
IV, Methods; V, The Personal Factor in Scientific Management; 
VI, Scientific Management and Organized Labor.* 

*It should be noted at this point that, in addition to the extended article on 
the “Literature of Scientific Management,” Mr. Thompson has, at the end of the 
volume (pp. 863 ff.), built up a bibliography under these same headings containing 
“practically everything of any consequence” published on the subject. This is 
arranged in outline form and serves as a ready topic reference. 
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Turning to the first of these headings we find, under the guise of a 
bibliography, what really amounts to a condensed history of the develop- 
ment of the theory and thought-fabric of scientific management. This 
would seem to fall readily under three main heads, each with its sub- 
headings as follows (the outline is the reviewer’s): 


I. The Older Movement. 
Given voice in Babbage’s The Economy of Manufactures, as far back as 
1832. 
II. The Modern Movement (The Taylor Group). 
Mr. Thompson very clearly points out under this section that (A) the 
immediate stimulus to the modern development is to be found in the 
attempt of a group of engineers to study the effect of certain wage systems 
upon output, but, (B) that even at this stage scientific management was 
“not merely a system of wage payment,” since standardization of both 
methods and equipment was a very essential feature. Then follows a 
résumé of books and articles upon specific standardization problems of 
which Mr. Barth’s paper on Belting may serve as an example. Mr. 
Taylor’s books are then (C) summed up and under a fourth subhead (D) 
is to be found a discussion of the publications of men who, while not in 
the original Taylor group, were yet in close touch with it. 
. The Modern Movement (Outside Taylor). 

The third movement discussed may be labeled the Modern Movement, 
outside Taylor. First (A) under this head is outlined a number of articles 
dealing with “the theory of scientific management as it appears to those 
who first met it in its developed form”; second, we may distinguish a 
series of articles (B) by these outsiders dealing with specific problems 
varying as widely in subject-matter as academic efficiency and outdoor 
construction work; Mr. Emerson (C) is granted the honor of separate 
discussion before the writer turns to (D) the bibliography of general indus- 
trial management. The section comes to an end with a brief review of 
(Z) criticism both serious and trivial of the work of the scientific man- 
agers. 


As with one exception the remaining group captions outlined in 
this classification of the literature of scientific management are self- 
explanatory, and as Mr. Thompson has himself supplied the subheadings 
for that obscure section (IV, Methods—see outline classification, pp. 
871-75), any further discussion of this aspect of our task would appear 
to be superfluous. 

Earlier in this review attention was called to the fact that the scope 
of the book was broader than its subtitle implied. It is certainly true 
that Mr. Thompson has included in his literature of scientific manage- 
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ment the papers of industrial engineers whose philosophy and practice 
differ widely from those of the Taylor group proper. A study of the 
index of edited articles will show that place has been also allotted here 
to spokesmen without the magic circle. Mr. Thompson is, however, a 
professed pleader for this group of men, and this must in all fairness be 
kept in mind by the reader. For the sake of illustrating this point the 
reviewer would ask that the short historical sketch outlined above be 
read side by side with an article from the pen of Mr. C. B. Going covering 
the same field (Transactions of the Efficiency Society, I, 11). 

In closing the review it may not be amiss to call attention to one or 
two of “the more significant articles” which are now for the first time 
available to the general reader. For the factually minded investigator 
the paper by Lieutenant Frank W. Sterling (p. 296), reprinted by the 
permission of the American Society of Naval Engineers, is a masterpiece. 
The reviewer has discovered no better introduction to the mysteries of 
the planning department of a plant operating under scientific manage- 
ment. Finally, as a reaction against the ever-present tendency to regard 
works-management as something purely mechanical in nature, the 
reader is asked to study carefully the spirit and content of two articles 
which emphasize the personal factor existing in all organization problems, 
the one by Professor D. S. Kimball (p. 734), “ Another Side of Efficiency 
Engineering,” the other that in which Mr. James M. Dodge deals with 
“The Spirit in Which Scientific Management Should Be Approached” 
(p. 286). 


UNIVERSITY OF CHICAGO 


F. M. Smwons, Jr. 


Out of Work: A Study of Unemployment. By Frances A. KELLOoR. 

New York: Putnam, 1915. 8vo, pp. xilit+-569. $1.50. 

Unemployment in America in 1913, 1914, and 1915 has compelled the 
startled attention of the public. The author of Out of Work has revised and 
supplemented her study, first published in 1904, to comprehend the manifesta- 
tions of unemployment today and to describe and urge remedial measures. 
Miss Kellor hopes that through the book attention may be directed to this 
national problem and a governmental solution worked out. Her conclusion 
is the proposal of two definite and practical programs of action. 

By unemployment the author means involuntary idleness, not due to a 
refusal to accept a wage rate lower or a condition less favorable than the wages 
and conditions in which workmen are habitually employed. A distinction is 
made between the unemployed—an industrial problem—and the unemploy- 
able—a relief problem. Industry and prosperity have refused to consider 
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unemployment a problem for them to solve. This aloofness and the illusion 
that “any man who really wants a job can get one” are dispelled by accounts 
of “the New York Municipal Lodging House taxed to double its capacity, of 
icy piers full of sleeping men, of the morgue of New York City opened that the 
homeless living might sleep beside the unknown dead.”’ Bread-lines, beds on 
saloon floors, the army of unemployed men, riots, all testify to the existence 
of unemployment. Our census data on this subject are fourteen years old, 
and with no other reliable records nothing can be definitely said as to the 
volume of unemployment; but no one can read these pages and doubt that 
the area over which it is spread, as well as its volume, is great. 

The causes of unemployment have not been analyzed fully nor agreed 
upon. There is more agreement as to the social effects. Casual labor (but 
one of the phases of unemployment) leads to vagrancy and pauperism, demoral- 
izes the family group, and breeds vice and intemperance, while its cost to 
industry in loss of time and skill is enormous. To complicate the problem we 
have women, children, and immigrants flooding the market with unskilled and 
cheaper labor. With regard to the women, there must be considered the effect 
of their work on the home and on the community, and the lack of organization 
which makes them easier to exploit. The children should receive more indus- 
trial training and vocational guidance, while the age of work should be raised 
from fourteen to sixteen years. The question of the immigrant is that of the 
desirability of having an alien group contributing to industry but shut off from 
the society ideals and standards. 

The labor market of America is shown to be in its methods costly, waste- 
ful, and inadequate. The unregulated private agency, often connected with 
a saloon or a house of prostitution, the anti-American padrone system, the 
unintelligent intelligence office for unskilled labor, the trade unions and 
employers’ associations for skilled labor, the public employment agency for 
both, are vividly described from personal investigations, and their failure even 
to approach a suitable handling of labor is shown. Government regulation, 
it is pointed out, has heretofore aimed at the removal of flagrant evils already 
well grown rather than at constructive work, while philanthropy is often only 
an addition to the chaos, considered as unbusinesslike by employers and as 
charity by the employees. 

In a so-called “short-time”’’ program for immediate adoption, Miss Kellor 
suggests federal employment bureaus to distribute the labor burden, organized 
efforts by both national and local governments to push ahead work that is 
being held back by red tape, the employment of men on part-time standard 
wages, and, further, the sending of settlers to the land, using the Departments 
of Agriculture and the Interior in the distribution, and instituting a loan fund 
for transportation and colonization. 

The “long-time” program reflects the modern point of view that preven- 
tion is more valuable to the community than attempted cures. The plan is 
worked out in detail, but perhaps the main lines developed may be suggested 
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by an enumeration of the “five interlocking divisions”—the collection and 
analysis of accurate information; the organization of the labor market; indus- 
trial organization looking toward the reduction of seasonal and casual labor; 
the direction of workers into industries; and some form of unemployment 
insurance. 

Children in “blind-alley” trades; women the sole supports of homes, 
underpaid, discharged, or laid off in haphazard fashion, the victims of unstand- 
ardized hours and wages; immigrants taking undiscriminatingly the first job 
offered: these are some of the labor problems America must face. Attempts 
to solve them cannot long be delayed. A miraculous panacea is not expected, 
but the desultory methods of the past must be replaced by something more 
intelligent and more direct. 

The programs urged in Out of Work may not be included in the method 
that finally solves the problem. But through attempts to use these programs 
larger vision may come, and in that sense such pioneer contributions as Miss 
Kellor’s may claim an especial inspirational value. 


America and the New World-State. By NORMAN ANGELL. New York: 
Putnam, 1915. 8vo, pp. x+305. $1.25. 

As a permanent basis of peace Mr. Angell pins his faith to the creation of 
a new world-state in which America is to take the central place. The two 
objections to this suggestion—first, that it is a violation of this country’s 
traditional policy, and, second, that it involves her in a militarist system—are 
considered in the first two chapters. The author claims that America’s tra- 
ditional policy of isolation should be ended, that commercially, intellectually, 
and morally she is affected by what happens in Europe, and that in order to 
defend her civilization against militarism she must play an active part in inter- 
national affairs. This is the proposition: ‘That America shall use her influ- 
ence to secure the abandonment by the Powers of Christendom of rival group 
alliances and the creation instead of an alliance of all the civilized powers hav- 
ing as its aim some common action—not necessarily military—which will con- 
stitute a collective guaranty of each against aggression (pp. 25-26). America 
is to be backed, not by armies, but by non-military forces, such as the threat 
of absolute boycott of the offending country. The efficiency of such forces is 
shown by the power of moral sanctions in international affairs, as evidenced 
by Germany’s actions with respect to the good-will of the United States in 
the present war. 

Prussian militarism must be destroyed, not by arms, but by persuasion. 
Mr. Angell insists that it is necessary for the allies to defeat Germany in the 
present war, but that when defeated, her territory should be left intact and 
she should be persuaded to join the world-state. Prussianism is an idea and 
cannot be destroyed by force of arms. Moreover it is not confined to Germany: 
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let Britain look to Ireland, and the United States to the Philippines. Nor is 
jingoism exclusively European, as is borne out by America’s Anglophobia in 
1896. “If we are to help rid the world of that [Prussian] doctrine and set up 
a world-state based upon co-operation, we must set our own house in order.” 

The author bases the desirability of peace upon the economic disadvantage 
of war to both sides, and the fact that no nation can capture another’s pros- 
perity, the theme he first elaborated in The Great Illusion. The economic 
considerations are founded upon a sound theory of international trade—the 
fact that economic forces do not respect national frontiers. About half the 
book is taken up with a discussion of American jingoism of the past and start- 
ling disclosures of American barbarism in the Philippines. There is much to 
provoke thoughtfulness in the minds of intelligent Americans, even though one 
might be tempted to consider the main thesis slightly Utopian. 


Yale Readings in Insurance. Property Insurance and Life Insurance. 
Edited by LEsTER W. ZARTMAN and revised by WILLIAM H. Price. 
New Haven: Yale University Press, 1914. 2 vols. 8vo, pp. xviii 
+408, xvii+483. $2.25 each. 

Professor Price’s revision of this standard work has not introduced any 
great number of changes. There has been some regrouping of the old materials, 
and also the inclusion of a certain amount of new matter to take cognizance of 
developments in the insurance field within the last five years and to 
elaborate some topics only incidentally treated in the earlier books. 

The volume on Property Insurance is now completely devoted to that 
branch of the subject, the chapters on miscellaneous branches of insurance 
having been transferred to the other volume. The important Merritt Report 
supplies the material for two of the new chapters, one on inter-company organi- 
zation and one on expense problems. F. Harcourt Kitchin’s excellent study 
of the Principles and Finance of Fire Insurance contributes a chapter to the 
discussion of the financial problems. From the same book Professor Price has 
taken a discussion of tabular rating in Great Britain to add to the articles urging 
upon American companies the necessity for co-operation in the tabulation of 
experience. 

The volume on Perscnal Insurance in this edition includes all material 
relative to insurance of the person, both life insurance and social insurance. 
Recent developments in the latter field are indicated by short quotations from 
Professor Seager’s study of Social Insurance. The more important additions 
to the book have been made in connection with questions of life insurance. 
The historical portion has been enriched by a section on the “Development of 
Insurance Mathematics,” and an extremely practical chapter presents the 
algebraic method of calculating net premiums, showing the actual way in which 
the premiums are computed. The most significant reforms of late years are 
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presented in chapters on the “Limitation of Expenses” and on “Annual 
Dividends.” These various changes have only served to make these valuable 
books more valuable. 


Railway Rates and Traffic. By C. Cotson. Translated from the third 
edition of Transports et Tarifs by L. R. Curistie, G. LEEDAM, and 
C. Travis. Edited and arranged by CHartes Travis. London: 
G. Bell & Sons, Ltd., 1914. 8vo, pp. viii+195. 35. 6d. 


This abridged translation of Mr. Colson’s authoritative work deals with 
but one branch of transportation economics—railway rates and the problems 
involved in their establishment. By thus carefully confining himself to a com- 
paratively narrow field, the author has been able to cover it with a marked 
degree of thoroughness. The matters for consideration are viewed from all 
angles, the reasoning is direct, and the conclusions are sound; in short, the 
method of treatment is eminently scientific. 

The bulk of the work is taken up with a consideration of the economic 
principles upon which the cost of transportation depends. This is followed 
by a review of the rate systems of the railways in the principal European 
countries and in the United States; and from conditions revealed in this 
review are deduced the author’s views on rates in general, together with his 
opinion on the advisability of state ownership of railways, as opposed to private 
ownership. 

The conclusions arrived at with regard to these two factors may be best 
stated in the words of the author: “‘A system of rates sufficiently elastic to 
respond to the varied requirements of commerce is the only one that will 
obtain the requisite revenue without interfering with the due development of 
traffic”; and, “the private system is preferable to the state system from both 
financial and political aspects.” 

Some account should probably be taken of the fact that the author may 
have been influenced by the French system in arriving at these conclusions. 
But, even acknowledging the special French emphasis, Mr. Acworth, who 
writes the Introduction, describes the book as “the most valuable work in 
existence on the special subject of transport economics.” 


Economics of Efficiency. By Norris A. Brisco. New York: Mac- 
millan, 1914. 8vo, pp. xv+385. $1.50. 

One of the great problems in the business world today is that of industrial 
efficiency, and Dr. Brisco’s book makes its appearance at the opportune time. 
The chief aim of the book, according to the author, is “to open the eyes of 
business men to the underlying principles of efficiency, to emphasize the 
importance of these principles, and to explain their methods and workings in 
such a way that all business men will profit.” 
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The central thought of the book is that in every step of a business enter- 
prise knowledge should take the place of guesswork and ignorance. This is the 
only way to secure savings and eliminate waste, which are the chief aims of 
efficiency. The author defines efficiency as “the ratio between an actual per- 
formance of an operation and the maximum performance which has been deter- 
mined to be possible” (p. 28); and waste as “‘the difference between what is 
and what should be” (p. 35); and he tries to show that efficiency can be 
attained, and waste can be eliminated, in the management of the plant and 
working force of a business organization. A large number of topics is dis- 
cussed from both sides, including the management, hiring and training of 
workers, the effects of fatigue, and the importance of proper working environ- 
ment. Two chapters are devoted to the question of wages, and the last one 
discusses the attitude of organized labor toward scientific management. 

The subject is comprehensively discussed and many new suggestions are 
offered. Unfortunately the treatment is in many cases superficial and involves 
much repetition. Excellent bibliographies at the end of each chapter con- 
stitute one of the best features of the book. 


Wealth, By Epwitn CANNAN. London: P. S. King & Son, 1914. 
12mo, pp. xxiii+274. Price 3s. 6d. 

The title of this book might have been The Fundamental Principles of 
Economics, for it treats of the basic laws of the science in a manner appropriate 
for the beginner as well as for the advanced student. The author has avoided 
a common circumlocution, however, by a direct approach to the traditional 
subject-matter of political economy. In so stating his problem, he has not 
narrowed his field. “Wealth,” he points out, is an elastic word. Originally 
it meant “‘welfare,”’ and in the course of several generations of economic writ- 
ings this conception has been lost and finally discovered again. Mr. Cannan 
is primarily concerned with “welfare.” He lays his emphasis upon the sum 
of satisfactions which the individual enjoys, rather than upon the amount of 
concrete objects which he possesses. He carries his analysis of income beyond 
the value of receipts in money terms to their value in psychic terms. In the 
field of distribution he has blazed a new trail. The division of income that 
is significant for the modern distributive problem is not the classical division 
into rent, wages, and interest. The line should be drawn, he insists, between 
the income of workers and that of property-owners. This work should find 
favor with a wide range of readers. It makes an unmistakable contribution 
to professional economic theory, and it covers the familiar groundwork of the 
science. It will undoubtedly exert a healthy influence, therefore, upon current 
popular conceptions of political economy. 
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CANADIAN FINANCIAL PROBLEMS 


I. THE FINANCIAL EFFECTS OF WAR AND CHANGES IN ECONOMIC 
ORGANIZATION 


Heretofore, war has frequently necessitated the introduction of 
novel financial measures: ship money, debasement of the coinage, 
forced loans, the issue of an irredeemable paper currency, the 
creation of a permanent debt, the formation of national banks or 
banking systems, the adoption of the income tax, and the increase 
of excise and customs duties are a few of the expedients by which 
governments have tried to defray war expenditures in the past. 

Rightly or wrongly, many of these have been discarded. De- 
basement of the coinage, ship money, forced loans, and other 
devices of their ilk have long since disappeared from the financial 
systems of all first-class nations, if, indeed, they have not dis- 
appeared in all nations for all time to come. France and the 
United States have long since redeemed their depreciated paper 
currencies. Excise duties, imposed to meet such war emergencies 
as the American Civil, the Spanish-American, and South African 
wars, have been repealed or reduced to a peace basis. 

Other fiscal expedients, after revision, have found a permanent 
place in the fiscal systems of one or several nations. In Great 
Britain the income tax, which was introduced during the Napo- 
leonic wars, now provides over 20 per cent of the revenue; there is 
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The central thought of the book is that in evety step of a business enter- 
prise knowledge should take the place of guesswork and ignorance. This is the 
only way to secure savings and eliminate waste, which are the chief aims of 
efficiency. The author defines efficiency as “the ratio between an actual per- 
formance of an operation and the maximum performance which has been deter- 
mined to be possible” (p. 28); and waste as “‘the difference between what is 
and what should be” (p. 35); and he tries to show that efficiency can be 
attained, and waste can be eliminated, in the management of the plant and 
working force of a business organization. A large number of topics is dis- 
cussed from both sides, including the management, hiring and training of 
workers, the effects of fatigue, and the importance of proper working environ- 
ment. Two chapters are devoted to the question of wages, and the last one 
discusses the attitude of organized labor toward scientific management. 

The subject is comprehensively discussed and many new suggestions are 
offered. Unfortunately the treatment is in many cases superficial and involves 
much repetition. Excellent bibliographies at the end of each chapter con- 
stitute one of the best features of the book. 


Wealth. By Epwin CANNAN. London: P. S. King & Son, 1914. 
12m0, pp. xxiii+274. Price 3s. 6d. 

The title of this book might have been The Fundamental Principles of 
Economics, for it treats of the basic laws of the science in a manner appropriate 
for the beginner as well as for the advanced student. The author has avoided 
a common circumlocution, however, by a direct approach to the traditional 
subject-matter of political economy. In so stating his problem, he has not 
narrowed his field. ‘‘Wealth,” he points out, is an elastic word. Originally 
it meant “welfare,” and in the course of several generations of economic writ- 
ings this conception has been lost and finally discovered again. Mr. Cannan 
is primarily concerned with “welfare.” He lays his emphasis upon the sum 
of satisfactions which the individual enjoys, rather than upon the amount of 
concrete objects which he possesses. He carries his analysis of income beyond 
the value of receipts in money terms to their value in psychic terms. In the 
field of distribution he has blazed a new trail. The division of income that 
is significant for the modern distributive problem is not the classical division 
into rent, wages, and interest. The line should be drawn, he insists, between 
the income of workers and that of property-owners. This work should find 
favor with a wide range of readers. It makes an unmistakable contribution 
to professional economic theory, and it covers the familiar groundwork of the 
science. It will undoubtedly exert a healthy influence, therefore, upon current 
popular conceptions of political economy. 
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